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(uO The income tax payable on the total Income a* redacol by 
th© allowance for earned Income shall not exceed either — 

(a) A sum bearing to half the amount by which the total income 
(before deduction of the allowance for earned income) exceeds the 
raid limit the fame proportion as such re luce J total income bears to 
the unreduced total income, or, 

(b) The income tax payable on the incomo so reduood at the 
rates '■peclfied, whichever is levs 

The limit referred to in the above proviso shall be — 

(0 Ks 5,000 in Ihe caso of every Hindu undivided family which 
ratifies at the end of the previous year either of the following 
conditions namely 

(a) That it lias atleast two member* entitled to a share on par, 
tltion who are not leas than 18 years of ago , or 

(b) That it has atleast two mombers entitled to a share on par. 
tition neither of whom ts a lineal descendant of the othor and both of 
whom are not lineally descended from any other living mo nber of 
the family, and 

(il) Rs 3 000 ut every other c«o 


B In the case of every company— 

Rato 

On the whole of total income Five annas in the rupee 

Provided that in the case of an Indian company— 

(i) Where the total income, as reduced by seven annas • in the 
rupee and bv the amount, if any, exempt from income tax exceeds 
the amount of any dividends (including dividends payabio at a fixed 
rate) declared in respect of the whole or part of the previous year 
for the assessment ending on the 31st a., of Msrch, 1 50 end no 
? rd ™^t , r b Al? ■'•''.rollon (1) of section 23 A of the 

Income taxAct, .rebate ehallbe allowed nt the rate of one anna per 

rupee on the amount of such excess y 

(») Where the amount of dividends refer™! la m 

above exceeds the total income as reduced by seven l ^ 

fall, .hart of the .ionnt Sic" Sid ,t thl If T* di " dmd 1 
rupee on the excess dividend ““ r4t ® annas per 

the Income Tax Act, but any distribution include d?n*hri 0^ °" 2 of 

made during the year ending on the 31st d ' Q f M ??" ess, 1 on * 

be deemed to be a dividend declared In r speef of tha } 9j ° shall 
of the previous year 01 (a ® whole or part 

For the purposes of clause { t) of the aW„ 
gate amount of income tax actually borne bv PJ 07130 ' aggro, 
shall be determined as follows — the excess dividend 

01 The excess dividend -hall be d ^ * , 
or such portion of the uud stributed fi.*® b r° °“t of the whole 
immelfaiel, pr.orfwg ,h, pr„ lo „ ,°»» or more years 

r»r„ would be , M 
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to cover tlio amount of the excess dividend and as have not likewise 
been taken into account to cover an excess dividend of a preced- 
ing year ; 

(it) Such portion of the excess dividend as is deemed to be out 
of the undistributed profits of each of the said years shall be deemed 
to have borne tax. 

(a) If an order has been made under sub-Section (11 of section 
23A of the Income-tax Actj in respect of the undistributed profits of 
that year, at the rate of five aunas in the rupee, and 

(b) In respect of any other year, at the rate applicable to the total 
income of the company, for that year reduced by the rate at which, 
rebate, if any, was allowed on the undistributed profits. 

(c) In the case of every local authority and in every case in 
which, under the provisions of the Income-tax Act, income-tax is to 
bo" charged at the maximum rate — 

On the whole of Total income Rate 

Five annas in the rupee 


PART II 

RATES of SUPER-TAX 

A. In the case of every individual, Hindu undivided family, 
unregistered firm and other association of persons, not being a case to 
which any other paragraph of this part applies — 

Rate if Income 
wholly earned 


1. On the first Rs. 2?, 000 

°n total income 

2. On the next Rs. 15,000 

of total income 

3. On the next Rs. 15,000 

of total income 

4. On the next Rs. 15,000 
of total income 

On the next Rs. 15,000 
of total income 
On the next Rs. 15,000 
of total income 

On llio next Rs. 50,000 
of total income 
On the next Rs. 1,00,000 
of total mcorno 


Rate if income 
wholly unearned 


5. 


Nil 


Nil 


Two annas in 

the 

Three annas in 

the 

rupee 

Three annas in the 

rupee 

Four and a 

half 

rupee 


annas in 

the 

Five aunas in 

the 

rupee 

Six annas in 

the 

rupee 

Six annas in 

the 

rupeo 

Seven annas in 

the 


G. 

7. 

8 . 

9 . 

10 


rupee 

Six and a half 
annas in the 
rupee - 

Seven, annas in the 
rupee 

Eight aunas in the 
rnpoo 


rupee 

Eight annas in 
rupee 


the 


On the next Us. 1,00,000 Eight and a "naif 
of t jtnl incomo annas in the 

rupee 

On the balance of total Sine 'annas in the 
income rupeo 


Nine annas in the 
rupeo 

Nine and a half 
annas in the 
rupee 

Ten annas in the 
rupeo 


Ten annas 
rupee 


in the 



PREFACE TO FIRST EDITION 


The recent amendments made to the Income-Tax Act created 
an inclination in my mind to write a treatise on Income-Tax, which 
may be useful to the Students of Law and Accountancy. The book 
is a further development on my thesis which I submitted for my 
M. A. Examination under the supervision of Prof. B. P. Adarkar, 
M. A. (Cantab). All the amendments to the present Act have been 
incorporated in the book upto date. A new Chapter on Capital 
Gains Tax has been incorporated and the Chapters on Super-Tax, 
Pay As You Earn Scheme* Earned Income have been written in 
a new light. A number of questions on all aspects have been given 
in the body of the book with explanatory notes and at the end a 
number of various examination problems have been solved. I have 
every hope that the book shall prove serviceable to the Students of 
Accountancy and Law and as also to those who have a mind to 
understand the complicated provisions of the Act. 

I am highly thankful to Mr. Rishabh Chandra Patni, M. Com. 
who has helped me in writing the book. 

Aligarh, K. L. GARG 

24th July, 1947. M. a., b. COM., Ph. D. 


PREFACE TO SECOND EDITION 

In bringing out this new enlarged and up-to-date edition 
attempt has been made to incorporate the result of latest changes 
made in Income-Tax Law by the Indian Finance Act, 1)48, in an 
easy and simple language for the use of students, income-tax 
practitioners and the general readers. The treatise has been 
thoroughly revised and rewritten. The general principles of Act 
have been illustrated by worked out examples both at the end of 
each Chapter as also at the end of the book. The Income-Tax 
Act and Finance Acts of the years 1946, 1947, 1948 and 1949, 
have been added at the end of the book to facilitate ready reference 
wherever necessary. With these improvements, I am sure that the 
book will prove more useful to the readers. 

26th June, 1948 K. L. Qarg 


PREFACE TO THIRD EDITION 

The treatise has been thoroughly revised and new worked out 
examples have been added. Attempt has been made to make the 
book more serviceable to the students of M. Com. classes as well. A 
suitable alphabetical index has also been added. 


K. L, GaRG. 
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CHAPTER X 

HISTORY OF INDIAN INCOME-TAX 


The importance of income-tax in the present order of society 
cannot be exaggerated. In the taxation system of a country 
where most of the taxes are levied on commodities, this form' of 
taxation on income is very essential. Taxation on commodities is 
regressive in character as the amount of tax mostly falls on lower 
grades of income due to proportionately loss consumption of com- 
modities by the rich. Hence to make the burden fall equally, in 
other words, to go with the canon of equity, certain progressive 
taxes are essential and income-tax is one which enables us to 
maintain a balance. 

The income-tax in its modern form was looked upon ‘as a 
temporary expedient to tid e over a passi ng emergenc y* at the 
beginning of the present co'ntury7 _ But" war and post war finance 
made this form of taxation universal and it is since the first war 
that Income-tax has become "a great e ngine o f revenu e.” In 
India, too, income-tax until the war of' - 19 IX 1ST d fdTnot occupy an 
important position in the financial budgets of the country. It is 
the change in the economic and the political system of the country 
that has given it an important place in the Indian budgets. So 
much so ihat under the Government of India Act it is counted as 
one of the main sources of revenue to be administered by the 
Central Government. Though the present Income-Tax Act was 
enacted in 1922, and amended in 1930, 1932, 1939, 1940, 1941, 
1242, 1945, 1946, 1947 and 1948 extending to over half a century. 

Income tax in India first made its appearance in 1860. The 
heavy expenditure incurred during mutiny created a necessity of 
additional taxation. Hence Sir James Wilson introduced a tax at 
the rate of 2 % upon incomes between Rs. 200 and Rs. 500 a year 
and 4 % on incomes above Rs. 500. Of the latter 3% was collected 
for the Imperial Treasury and 1% for local purposes. The Act 
was framed on the model of British Tax system and under it four 
kinds of incomes vis:., income from real property, incomes from 
trades and professions, income from public funds and incomes from 
salaries were liable to taxation. Income from agriculture was 
liable to taxation under the first heading but cultivators who paid 
less than Rs. GJO annually either in the form of land revenue to 
Government or as rent to landlord were exempted from tax. 

In the following year Mr. Samuel Laing, the successor of Mr. 
Wilson, described income-tax as ‘a failure.’ But the financial condition 
of the country did not permit to amend the Bill. But in 1862, the 
ninimum taxation limit was raised from Rs. 200 to Rs. 500, not on the 
ground that such payers were poor but for two other reasons 
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(1) that while the auobtr of persons who paui lha to**^* 1 * 
of 2 % wat of the total number of income tax p»yart, tho man y 
they paid amounted to only 1/5 of tho whole proceeds 

(2) the co it of collect on of this portion of tho t.r «ra.t rery 
Urge which might be taken at an index to tho an n yance 
oppression it caused In August 186J, 4% rate \i as reduced to i» 

In 1851 =ir Charles Tretdojan strongly opposed tho remold 
of tho Bill on the ground that vt nught'hnd ix»^^H l, lX£Virr 1 
h&b t of ooonoiuy Ho whilo present n? the tiudgot for 1 * 

do scribal the mco ne-tox as ‘a patent but Imperfect us*al nsa?a-* 
which should bB regarded as the greatTmanc altoservc ofthecoun ry* 
hid on self oonploto m all its gear, ready to be re imposed m «»*« 
of any new emergency ) 

But certain financial lifftculties aro^c m 18o7 — 1863 la 1870 
a deficit of a million and a th rd sterling being apprehended, reoourse 
to further taxation become unavndablo and the rate of income-tax 
was raised to i> pies In tho rupee or about 3}"i In 1871 tho finatlOLt 
position of the government was improved an 1 the rate of assessment 
was lowered from Spun the rn; ib to J p ta m the rupee ana the 
minimum Income liable to o.'u.e-^tncut was al»o raised to us . oO In 
1873, the taxation minimum was again raWcd to It* 1000 Though 
by raising the minimum taxable l unit, the incomo tax lost part of Its 
objectionable character by be ng confined to comparatively h gh 
incomes, yet tbe Bill in 1873 exp red and was withdrawn 

Five years later in 1818, direct taxation in tho form of Licence 
taxes was levied and lastod till the year 188 j 86 But the importance of 
income tax could not be ignored and a levy of income tax was pressed 
from time to time m the legislatures In tho year 1886 government 
was faced with, the heavy financial difficulties due to heavy military 
expenditure and fall in exchange Hon^e out of the four courses 
in borrowing, economy, help from the Provincial Government and 
additional taxation open to the government to balance the budget the 
choice foil on diroct taxation as it was su^po-ed unfair to add the bur. 
den of the poor who were the chief consumers by adding to salt duties 
or by the imposition of import duties Tho Indian National CongreA 
in its first meeting held in 188 j also favoured tho Imposition of. 
direct taxation and suggested the extension of License Tax Then 
again as a result of the fiscal policy under which a large portion 
of the indirect revenue ceased, it became necessary that a 
permanent system of direct taxation may be devised. Tho License 
Tax so far m force became an object of serious criticism and besides 
its yield was very inadequate and hence to place the system on an 
"IbS '““\«atYO * Ml w introduced Ur 

fmr^SStel°_ 7 B ‘" lhs l “ 0 ""’ w “ unJ " 

on InW ’ 

of i 1902-3 due to the appreciations 

Z 1903? the^ble^ to the Gownn^t Hence 

m ww, uw taxable limit was rawed from Rs. 500 to Its 1,000 

was sicr^s'ann/ £?V n n P ‘ te of va f* OU3 critic, sm to which it 
in lire -h„. el TfiS 
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practically for about 30 years and no changes of importance took 
place till the year 1916. But in that year the government was 
faced with a great financial distress caused by the European War 
and additional taxation became unavoidable. In the year 19 L7 
the Act was amended and many changes of far reaching importance 
were introduced. A definite effect was given to the principle of 
graduation. Buies regarding the submission of returns were made 
more strict. Kevenue was supplanted by the imposition of super-tax 
on incomes above Bs. 50,<)00 per annum. Yet there were fundamental 
defects in the Act and hence another Act was passed in 1918 to 
consolidate the law relating to Income-Tax. 

In 1919 the minimum taxable limit was raised to Bs. 2,000 as 
it was recognized that it were the people with lower incomes who 
were hard hit by the rise in the cost of living brought about by 
a rise in prices. Besides this excess profit duty or tax was levied on 
income above Bs. 30,000 during the year, with few exceptions such 
as agriculture, salaried employments or the income depending on 
the personal income of the earner. But this duty was met with 
severe criticism and was abolished, 

In 1921, the Government of India was faced with another 
financial deficit and additional taxation was required. This difficulty 
led to further reforms. Besides other measures an increase in the 
rate of income-tax and super-tax was decided upon The one 
important cause which led to reforms was the inauguration of the 
Government of India Act of 1919. This Act made income-tax as 
a central source and it became necessary to set up a new machine 
in order to centralize administration. As a result the Act 
of 1922 was passed which was mainly based on English 
Income-Tax system. This Act consolidated all the previous 
Acts and placed the system of taxation on a more satis- 
factory basis. It brought about certain important changes 
such as the setting up of a Board, provision relating to appeal 
and extension of the principle of collection at source. The 
determination of rates of tax was left on the Annual Finance Act. 
„ It was purely an administrative measure as it regulated the basis, 
methods and the machinery of assessment. 

In the year 1924,25 Taxation Enquiry Committee was set up. 
It considered the question of taxation of income at a considerable 
length. It found out certain defects by carrying investigations 
and their recommendations were given effect to, in the various 
amending acts from time to time. 

Since 1922 several measures have been enacted to amend the 
law relating to incorae.tix and to make it more scientific, 
equitable and reasonable. The most important of thorn are as 
follows r — 

• Act IV o! 1924- substitute the Central Board of Bevenue for 
the Board of Inland Revenue. 

Act Xl o! 1924— provides 

(a) for the withdrawal of exemption in respect of provident 
insurance societies. 

( b ) the taxation of associations of individuals other than firms, 
-companies and Hindu Undivided Family. 
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of sterling olet5C> * 


Xct XVI ol 1924— provides for tho taxation 
pay received in United Kingdom 


3CBIYBU in. umwii , r’over* 1 

set 111 ol ta2S-»hich aotitminW the 1 J“ W j^ u , i n ,„. r cct of 


men! ol British nominations to taxation 
trading operations 


set XXIV ol 1926 — provJei for Uio £"*** 3££ !3jU*'* S “ 

source of dividends paid to non.rcsidouts and 

Privy Councils 

Act lit 0 ! 19M-caaU.UJ muccltocoua aioonJinmU. 

TSo Act of 1022 a amoiutol from tuno to »tm* 
bOfficicotly u elusive, yet It woi not sappoiol W 1.0 1 0 *ttf 

and teasonaWe and a heed foe tightening U P . w j 0 ng 

regulations end improving the machinery for coliec l -emoro 
been felt and efforts wore mode from tuno to tune _ ari d 
the evil , though with no sue esaful results and much _“ moa t 
legal avoidance ©ant nuod to be practised in spite of the At ruu^ 
Act in 193 Immediately after his arrival, Sir James 
was vory much improved with tho noed of a tnorougn.fi 
reform of the system Hence a Committco was appotnieu 
1930, known as tho Income-tax Lnqulry Committee, to make a 
invest gation into the income tax system of tho coon _JT w 
more sounder and scientific baas The report ol tho Coiumi”*'" 
was submitted in 1937 and as a result the Government thou„ui 
of making further amendments into tho then existing h« 
hence the Indian Xnoomo-Tax Amendment Act of 1939 w * 
passed This Act brought about changes of far reach"® 
importance into tho system It has removed the various defect* 
of the Byste-n as pointed out by the Taxation Enquiry Committee* 
1921.26 and later on by tho Income-tax Enquiry Committee i93v> 
and has placed the Law on a more bo eotifio basis Various 
measures of bticpcnmg the progression and making the collection 
more efficient and tints increasing the revenue have been 
adopted 


In 1939, the second World War created a further demand 
for funds by the Government and at times it was thought desirable 
to lower the minimum exemption limit The Act was amended 
m the years 19U1, WU, 194*, 1944, 134a, 1946, 1347 and 1948. 
But the cessation of hostilities in tho year 1945, made it possible 
tor the Government to revise the income tax rates in new light. 
Pay-as you.eam scheme was introduced m the year 1944 L’ha 
question of earned income allowance also received the attention 
of the Government in tho year i94a 


„ . ? l „ 9 Statement of if ay 16, 194G, laA down the 

s . eei J?F freedom of the country and accordingly a Constituent 
AssemMy to set up a Constitution f« r tho Fedora! Units? Groups 


sssrhs&g 


1947, the Income-Tax Ad of ilW V. 81 Aci XXII of 

March 1947 The Lt StSfaS? * L^ 6Rdod lhe month of 

uccd a “ew source of income under 
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the head ‘Capital Gains/ and by the Indian Finance Act of 1947 
minimum taxation limit was raised to Its. 2,500 from Rs. 2,000 
and the rates of Super. Tax have been increased to meet the 
deficit. The exemption limit later on, by the Indian Finance 
Act of 1948 was raised to Rs. 3,000 and the rates of super-tax were 
further revised. The Finance Act of 1949 further raised the exemption 
limit to Rs. 5,000 in case of Hindu undivided family and revised 
the rates of income-tax and super.tax to the advantage of the 
general-tax payers and furthor abolished the capital gains tax. 

No doubt the raising of the minimum exemption limit from 
Rs. 2,000 to Rs. 3,000 in case of individuals and Rs. 5,000 in case of 
Hindu undivided family is a welcome feature, but the middle 
class people who have suffered a lot during the war years and are 
still hard pressed due to an immense rise in prices need more 
sympathetic treatment and deserve a still higher exemption limit, 
which might have been placed in case of individuals to Rs. 4,-)00. 
The extent of one’s family responsibilities have also not been taken 
into account while determining the exemption limit and we feel that 
it is a reform whtch is overdue and Government will give attention 
to it in the years to come. 

By the recent amendment the Government of India has taken 
power under the Act to appoint an Income-tax Investigation 
Commission. The Commission has been appointed and has been 
charged with the duty of investigating the methods and the 
extent of evasion practised by certain persons. The appointment 
of the Commission is welcome but how far the Commission would 
be successful in minimizing the evasion of tax by awarding proper 
punishment to the tax.dodger3 is yet to be seen. 
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to a lawyer arming Iro m the exercise of h* ^fossloa TOW 
not pad by bis own clients not casual receipt (Calcutw,! * 

VIA Compensation for tie termination of miaagtiW agency 
is casual receipt (CaIcufta»V 1. *f C fln ^ "riiy C° uncl ^ 

•/(fi) A director wanted to resign, a lump >urt vnount 
paid to him to avoid resignation. Th> ‘ura paid is not a casual 
receipt (Hcmje of t-ordi, ig-fo) 

(t) Sum received by a businessman as brijbeTa&e on th® kata <>l 
unniovablo property would bo taxable although such transactions 
may not lio in the ordinary business of the a*‘eB«<M> and may not 
bo lepeated (Qiuniu Lai halyan Dai, I T C -*io) 


T b» exemption of carnal and non recurring meotne. MJ & my 
mi nd an tiniotinrf eremotion. ' There ii no rfimin Jn? ’PCI mcomei 
ni eiTnofFe taxed as I hey in c r ease The In *, nbt|itv to pay. 

7TuTcxfmt>foo ii all ike <nBfi gluring cu ing to the absence of atat n 
d« tie< of7axart(m~of~»ff?-fltnrif inco me u/A .cc ) T 7 57 ”f~~n icr? i mp a r un t 

par t o7j7j g Bnt sii ‘laxacn n Th o ^/TTfUrr* « • r -n ; (o b e some admlnit- 
tramc 'dijhcmtifS~Vn~ tb xatng coiuol ineemti, lut ihejmncipU of 
rtbiliMi to pay sfiSuli not iFiacvUcc i on th i_gr outuI 
7 Agricultural "income. Sec 2 ( ) 

Agricultural income is that income which is («) derive 1 from 
land used for agricultural purposes and (u) is subject to I and 
Revenue m British India or is subject to a Local Hate assessed and 
collected by the officers of the Crown t t, by any authority In 
British India In other word*, if Land Revenue or Local Rate is 
pa d to an Authority outside India tho exemption does not apply. 

Agricultural income accruing or arising in an Indian State is 
exempted from tax unless it U brought into or received in British 
India such income however, included In the Computation of 
Total Income 


Ex»mplr|_ Income which is agricultural — 

(a) Incoma derived from ‘'oddy* when it is received by 
actual cult vatoT In other word*, such income received by a person 
who has not done any agricultural operation nor raised tho toddy 
trees is not agricultural income (Madras I T C 47o) 

(b) Profits derived by a cultivator from the sale of the produce 
raisod by him aro exempted even if he keeps a shop for the sale of 
fcucii produce other than these ordinarily employed by a cultivator to 
render the produce fit to bo taken to market 

(c) Income received by a land owner from the sale of timber 
or leaf grown on his own land but incomo from sale of timber is 
not agricultural incomo (Lucknow, ApMlate Tribunal). 

(d) Income derived from pasturage. 

(e) Interest on arrears of rent; where agricultural rent >. 

ureu and interest ,s chirEedoa such arrears, sack interest,, olio' 
treated as 'Agricultural Income' (Patna 1044.'!' R R1 if 
arrears are secured by a bond and are recoverable by a civ j Stt 
such interest would not form an agricultural income s u ' 
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Income which ia not agricultural 

UdO Income from fisheries, ferries, markets, stone querries. 

(b) Income from use of land for storing purchases of crops 

by merchants. 

"IcJU^JShhme from land let out for making bricks. 

"(d) Interest on Cash Loans made to tenants at the begin, 
ring of the cultivating season repayable in kinds at harvest time. 

(e) Nazars paid to Zamindars either on auspicious occasion or 
in recognition of succession or inheritance or otherwise. 

\J$"'Tncome from royalty on a colliery or for granting permis- 
sion to take out kauken. 


(g) Profit of Sugar and Tea Factories. 

. Income from salt from sea water is not agricultural. 

win < ■>!*< Jr. a 1 nn/] r« tf j 


Income which is partly agricultural 
cultural 


partly non- agri- 


fa) In case of income which is partly agricultural income 
as defined above and partly income chargeable under the head 
‘Business’ as in case of sugar companies having their own cane 
farms, in determining that part which is chargeable to income-tax 
the market value of any agricultural produce which has been raised 
by the assessee or received by him as rent in kind and which has 
been utilized as raw material in such business or the sale receipts of 
which are included in the accounts of the business shall be deaucted 
and no further deduction shall be made in respect of any expenditure 
incurred by the assessee as a cultivator or receipts of rent 
in kind. 


Market value in the above case means either (i) the value 
calculated according to the average price at which it has been 
sold during the year previous to that in which the assessment 
is made in case the produce is sold in the market or (u) where 
the agricultural produce is not ordinarily sold in the market in its 
raw state, the aggregate of (a) the expenses of cultivation, (b) 
the land revenue or rent paid for the area in which it wa 3 
grown, (c) reasonable rate of profit as determined by the income 
tax officer. 


'In other words, the cost of production plus reasonable profits. 

■ (b) Income s derived from sale of tea grown and manufacture 
byjhe seller in British. India sha ll be computed as if it were income 
denWcf ^fegfiTffiusiness a nd 40% of~ such incomes shall be deemet 
to BFBacomes, proStsagiLgains liable to tax, i.e , 60% of "such Incora< 
shall be~treated as agricultural inco me. v < , 

VBut_ in computing such income an allowanc e sha ll be made it 
respect of' TEeT cost of planting o rushes " ffiat Save dle3~br'becbmi 
permanentl y useless in an ~area~ alr eady " planted unless such are; 
has previously been abandone d. > ~~ — — ~ 

8. Income from interest from securities held by Provident 
Fund, to which Provident Fund Act of 1925 applies fa , Govern- 
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ment .nd Provident Fund, «W*»tad fol r«l. bnoefit rf 

rta employees by any local authority, an also any capiW 8 
if 3 fund nmtns from the «h. excrnngn or trawler of 

securities 

9, Income of an approve! Superannuation Fund 
10 Any meomereoeivodliy «) e.tlier polilLcal representative* 
of Indian States as remune rat-on fro n the St ten an! (b) by G^uis 
and. Trade Commissioners of foreign countries for tho r stay 
remuneration from foreign states 

1L Income char ge able u nder th at head ‘'salaric jLljgf a 
^Nepale'fi memGeTaT the himk^t tl'f'iry D'orce or of any member 
of an Indian State Force serving wi th H i Nlajoa ty s r or e 03, and any 
■?j'ther moome an<mg withiut British India wa’OV received or 
brought tato Brit^h India by any member while tho Force to which 
he belongs is serving with His Majesty’s forces 
<, T 12 Any income chargeablo under tho head Income from pro- 

perty in respect of budding, the erection of which Is begun and 
completed between the first day of April, 1940 an! 31st day of March, 
19j© both dates (inclusive) for a period of two years from the date 
fof such completion Thi3 is allowed with a view to encourage 
construction of houses, to solve the housing problem. 

The last three exemptions hate boon added as a war measuro 
by tpeciol notification 

13 Commutation of Pensions, Consolidated Compensation for 
death, for injuries eto — \ny sum received on account of a com, 
mutat on of pension or in the nature of consol dated compensation 
for death or injuries is not taxable 

14 Payments receive! in respect of an Insurance Policy is 
also ex«mptod from taxation. Monios received under policies insur- 
ing against loss of profits are, however, not exempted. 

15 Sum received on account of the balonco standing at tho 
credit of a subscriber to any Prov,dont Fund u also treated aa 
capital receipt and as such is* not taxable 

Sec. 58 G 

1 But payment out of Provident Fund or similar funds which 
are not recognized in terms of the Ant are, however, taxable to the 
extent of the employer’s contribution and interest thereon. (Sec. 
SB G (1) (2) 

Si= J411) 

L;V 16 . received by an usouce u, a member of the Hindu 

' S ""'.'.“JS . '* “ reeeived out of «,» total income 

of the family (Sec 14 (1) ) 

17. Any profit and gains made on the sale, exchange or 
MmSV/s ° aPItal ““** afUr 3lst March * 1948 and prior to 3 1st 

10 “ eatloned exemptions which are pro. 

vtded by Law, a number of other exemptions are also eranted hv the 
Central Government under the powers granted to it under Section 60 
of the Act. Though tho powers of the Central Government to 
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grant new exemptions have been, withdrawn, yet the exempt 
still continue and chief of them may be summarised as under : — 

1. The salary and allowances paid by a State in India during 
the period of deputations to any person deputed by the State for 
training in British India. 

2. Scholarships granted to meet the cost of education. 

3 The allowances attached to 

(i) The Victoria Cross; (ii) The Millitary Cross; (iii) 
The Order of British India ; (iv) The Indian Order of 
Merit; (v) The Kings’ Police Medal; (vi) The Indian Police 
Medal. 


4. The interest on Government securities held by or on behalf 
of Ruling Chiefs and Princes of India as their private property. 

5. The yield of Post Office Cash Certificate and National 
Savings Certificates. 

6. Interest on deposits in Post Office Saving Bank. 


7. The income of University or other educational institu. 
tion existing solely for educational purposes and not for purposes 
of profit. 

8. The salaries of the correspondent of International Labour 
Office, New Delhi. 

9. The pensions of the officers of Government residing out 
of India drawn from any Colonial Treasury or paid in United ' 
Kingdom whether such pensions are paid in sterling or by means 
of negotiable rupee drafts on a Bank in India. 

10. The interest on Mysore Durbar Securities. ' 

11. Such part of income in respeot of which the said tax is 
payable under the head “property” as is equal to amount of rent 
payable for a year but not paid by a tenant of the assesses and so 
proved to be lost and irrecoverable, where : — 

(a) the tenancy is bonafide ; 

( b ) the defaulting tenant has vacated or steps have been 
taken to compel him to vacate the property : 

(c) the defaulting tenant is not in occupation of any other 
property of the assesses : 


. (d) the assesses has taken all reasonable steps to institute 
legal proceedings for the recovery of the unpaid rent or 
satisfies the Income Tax Officer that legal proceedings 
would be useless ; and 

(e) the annual value of the property to which the unpaid 
rent relates has been of the year during which the rent 
was due and income-tax has been duly paid on such 
assessed income. 


(B) Partial Exemptions 

(a) Income included in total income bat exempt from both 
income-tax and super-tax 

1. Any income, profits or gains accruing or arising in an 
Indian State which is not_ brought into British India or deemed to 
be received in British India, is exempted from InoomeuTax and 
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Super Tax unless it vs brought into British Indiaor is assessable 
under Section 42 by reason of business connection in British India, 
or are taxable under section 12B by way of Capital Gams 


(Sec 14 (2) (c) ) 

2 The profits of a Co-operative Society other than AaniWHta 
Salt Owner Soc ety in Bombay Presidency registered under the 
Co operative Sooie ties Act of 1912, the Bombay Co operative Societies 
Act of 1925 or Madras Go operative Societies Act of 1932 
- 3 Dividends or other payments received by the members out 

of such profits 

Profits of the Co operative Societies in the above case do 
not include (a) any inoome, profits or gams from investments in 
securities of the Centrat Government or of the Prov no al Gover n- 
ment or on debentures of a Local Authority or of a Company (b) 
or income fro-n property held by the society under Section 9 of 
the Act (c) dividends received (d) income from other sources 
under Section 12 

4 In case the assessoo is a partner of an unregistered firm 
no tar will be charged in respect of any portion of his sharo in 
the profits and gains of the firm on which tax bas been paid by the 
firm 

A non-res dent partners share of profits from a registered 
finu, who e share is taxed in the hands of tho firm under the 
second proviso to Sec 23 15) (a), is also to be treated in the same way 
in connection with the assessment of tho non-resident partner 

Similary a member ot an association of persons other than 
Hindu undivided family, a oompany or a firm is not requ red to pay 
tax on that part of such income as is received by him from Buch 
association, provided It has been taxed in the hands of tho assessae 
Sec 14 (4) (a) (b) 


(b) Income exempted from Income-Tax but not from 
Super Tax and included in Total mcom e . Sec* 15, 16, 58F — 

1 Any sum pad by an asse^ee to an insurance company 
In respect of an insurance or deferred annuity on Ui9 or her own 
life or on the life of his wife or her husband, or m case the assesses 
is the Hindu Undivided Family on the life of any male member of 
the family or of the wife of such member, shall be exempted from 
Income-tax But the annual premium should not exceed 13% 
ot the Capital sum insured excluding any bonus additions ISeo la 

WWWI 

2 Any sum deducted from the ■'alary payable by or on 
behalf of the Crown to any indiv dual be mg a sum deducted in 
accordance with the conditons of Vus serv ce for the purpose of 
securing hun a deferred annuity or of mahing provision for his 
wife and children provided that tho sum so deducted shall not 
exceed If&yf the salary, [See. 7 (i) Second Proviso] 

J Oootriyl on. to toconitol provident fond mad . b both 


Includes only salary is such ex lading any other banenu , ro 
included la the taxable salary e g money value of „ i* wluo \ ar « 

lfiec.581? ( 1 )] yvaiU80t rent free quarter 
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4. Contributions made by an employee to a provident fund 
to which the Indian Provident Fund Act of 1925 applies [Sec. 15 (1) ] 

5. Contributions made by an employee to an approved super, 
annuatiou fund [ Sec. 58 R ] 

The total amount exempted under the above five clauses shall 
not exceed one-sixth of the total income of the assessee (before 
deduction of the allowance for earned income) or Rs. 6,000 which 
ever is less. In case of Hindu Undivided Family, however, the 
limit is raised to Rs. 12,0 iO. But in calculating the total income 
for this purpose, in case of a member of a recognized provident 
fund, only his contribution (and not of his employers) to the fund 
is to be included [ Sec. 15 (3) ] 

, 6 Interest credited on the accumulated balance of an employee 

in a recognized provident fund provided it does not exceed 
one-third of the employee’s salary for the year and the 
prescribed rate (which is at present 6% per annum.) f Seo 5 8 F (2)1 

7. Interest on tax free securities of the Central Government 
[ Sec. 8 second proviso ] 

At the same time interest on the tax free securities of the 
Provincial Government would not be taxable in the hands of the 
assessee but the corresponding tax shall be payable by the Provincial 
Government [Sec. 8 Third vroviso. 1 as for the purpose of the 
assessee tbe securities are treated as those of the Central Govern, 
ment 

Sum received by an assessee on account of salary, bonus 
commission or other remuneration for services rendered or in lieu 
of interest on money advanced to a person for the purposes of his 
business provided such sums have been paid out of profits on which 
income tax has been charged in the hands of the payer. 

— - 9. In case of a firm which has discontinued his business, 
profession or vacation such parts of the profits or gains as is 
proportionate to the share of an assessee in the firm at a time of 
such discontinuance if income tax has been charged at any time 
under the Indian Income-Tax Act, 1918, or of an assessment has been 
made on the firm in respect of such profits or gains under Section 25 
(l) of the Indian Income-tax Act of 1922. 

(c) Income included in total income but exempt from 
Super-tax but not from Income-Tax : — 

The income of an investment trust company which is derived 
from dividends paid by other companies which have paid super.tax 
or which will pay super.tax in respect of their profits out of which 
such dividends are paid is exempt from super.tax. 

For this purpose an Investment Company means (a) a company 
whose principal business consists in the acquisition or holding of 
investments in stocks, shares, bonds, debentures or debenture of other 
companies or in securities issued by public companies ; (b) It is not 
a company formed f or'the purposes of acquiring or exercising control 
over any other company or a group of companies, (o) It is a 
company which is deemed under clause (b) of the explanation to 
sub-section (1) of Section 23 A of the Income Tax of 1922, to be a 
company in which the public is substantially interested, i. e. shares of 
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such a company (not being shares entitled to a ^te ^ha^SwTof 
whether participating or otherwise) carrying aotle» «“£ 
the vot ng power, have been unconditionally allotted to the pww* 
and are so held by the public at the end of the previous year Such 
shares must be freely transferable by holders to other members of 
the public 


/ (d) Exemption on account of donation* for charitable 
puipo«c»(*ec 15 B) — 

(1) The tax shall not be payable by an as'essee in respect of 
any sums paid as donations to any institution or fund which is 
establish d m British India for a charitable purpose ana which is 
approved by the Central Government for this purpose 

(i) Provided that the total of the sums so paid is not less than 
two hundred and fifty rupees 

(u) Provided further that In the case of a company this shall 
apply only in respect of income-tax and not in respect of any super, 
tax payable by it 

Explanation In this sect on ‘charitable purpose’ Includes relief 
to the poor, education, medical relief and the advancement of any 
other object of general publio utility 


(1) The aggregate of any sums exempted under this section 
shall not exceed— 


(a) one twentieth In the case of a oompany, one tenth m 
any other case of the asses«ees total income as reduced by any 
portion thereof exempt from tax under any other provision of this 
Actor 

* r *” (b) two hundred and fifty thousand rupees, whichever is less 
(3) The amount oj which the tax payable by an assesses 
reduced on account of aa exemption under this section 'hall not In 

any case exceed half the amount m respect of which the exemption 

is allowed under this section. \ 


Illustration 1 


- amounting to Us 27,000 during the year 

?», £ J 5 P° are exempt from tax He has donated a sum of 

Krrss- 1 ” *— - susars 


Solution — 


STATEMENT OP as income 

Total income 

Less the amount of donat on (allowed) 

Taxable income 

Exempted Income 

A a inoome on which he- is 1 able to pay Tax 


Its 

27,000 

2,550 

24, 450 
Rs. 1,500 
Rs 22 9 j0 
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A’s income on which, he is liable to pay supertax Rs. 24,450, but 
as it is less than the minimum taxable limits, vi?. Rs. 25.0C0, he 
will not be required to pay any super tax. 

Note — Rs. 4)000 being a donation to a recognized charitable 
institution is exempt from tax but only to the extent it does not exceed 
if to of the total income as reduced by exemptions under any other 
provision of the Act i. e. Rs. 27>oco-R t . i,5oo— Rs. 25,5oo, income 
if 10 of which shall be allowed as exemption under donation and not 
Rs. 4 , 000 . 

Uluttration 2 

A company made a profit of Rs. 1,00,030 during the year of 
which Rs. 20,000 was received from agriculture. During the year 
the company donated Rs. 20,000 to Poor Relief Fund whch is recog- 
nized by the Central Government. Asertain the income of the 
company in respect of which it is liable to pay tax and super-tax and 
also the amount of allowable donation. 


Soltition : — 

Rs. 

Company’s income (total) 

1,00,000 

Less agricultural income (not liable to tax) 

20,000 


80,000 

Less the amount of donation (allowable) 

4,000 

Taxable Income 

76,0^0 


The company shall pay income-tax on Rs. 76,000 and super-tax 
* onRs. 80,000, as donations of recognized institutions cannot exceed to 
l/20th of the total income, minus the exempted income ( viz- Rs. 
100,000, Rs. 20,000) 

The exemption under this head in oase.of a Company is allowed 
in respect of income-tax only and not in respect of super-tax. So the 
Company shall pay super-tax on Rs. 80,000. 

Example on clause (3) above. 

Illustration 3 

A*s income from a registered firm of which he is a partner is 
Rs. 1,00,000. He has' no other source of income. He has donated 
a sum of Rs. 12,000 to Kamala Nehru Hospital, Allahabad, which 
is recognized by the central government. Find out the amount of 
donation exempt from tax and the amount of tax payable by A for 
the assessment year 1948.49. 


ASSESSMENT OF A 
Income from Business 

Less the amount of donation (1/10 of Rs. 1,00,090) ... 


Rs. 

1,00.000 

10,000 


90,000 

4,000 


Less earned Income allowance 
Taxable income 


• i* 


86,000 
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Income Tax on Rs. 86,003 
Super.Tax on Its 90,000 

Total Tax 


Rs. a. I 
... 24,125 0 
... 17,031 4 


TAX PAYABLE WITHOUT EXEMPTION OF DONATION 


Its. a. P- 


Income Tax on Rs. 96, COO 

... 27250 0 

0 

Super Tax on Rs. 1,00,000 

... 21,033 12 

0 

Total Tax 

... 48,343 12 

0 

Total Tax payable without exemption 

.. 48,313 12 

0 

Total Tax payable otherwise 

... 41,156 4 

0 

Tax reduced on account of exemption 

... 7,187 8 

0 


But the total Tax reduced on ao'ount of exemption under 15 B 
cannot he more than \ of the amount of donation whioh here 
comes to (i of Rs. 10,000) Rs. 5,000. 

Hence A in addition to Ra. 41,156.4.0 will be required to pay 
Rs. 2,181 .8.0 more fRs 7AB7.B-0 ~Rs 5.000). 

The total tax payable by A would be Rs. 41,156.1.0 plus 
Rs. 2,187.8.1,=* Rs. 43,14312.0 
Illustration 4 

K P. Acharyn a homeopath has his income from the following 
sources • — 

1. - Interest on fixed deposit With Central Co-operative Credit 
Society. _r '■> 

2. • Half share in the profits of an unregistered firm Ra. £00. 

3. • Income from homeopathic practice Rs. 5,000. 

4. • Fees as an examiner Rs 200. 

5. • Interest from tax free provincial Government securities 
Rs 1,500. 


6. Share in the income of the undivided family Rs. 2,000. 

7. ' Salary income from part tune work in an office Hs. 1,090, 

8. Income from Post Office Savings Bank Deposit Rj. JO 

9. Pee for refereeing a match as an amateur Rs, 50. 

10 He paid life Insurance premium Ra. 1.10 "'tf on a Pnliev 

Solution 
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STATEMENT of TOTAL INCOME OF K. P. ACI-lAIiYA 


Rs. 

1. Income from Salary ... 1,000 

2. Interest from Securities (Tax Free) ... 1,500 

3. Income from Profession * ... 5,000 

4 . Share of income from an unregistered firm ... 800 

5. Examination Fee • ... 200 

6. Interest on fixed deposit ... 500 


Total Income R s . 9,000 

Income not liable to Income Tax 

Interest on Tax free securities Rs. 1,500 

Life insurance premium (allowed to the extent 
of 1/10 of the capital sum assured, », e. 

1/10 of Rs. 10,000) Rs. 1,000 2,500 


Taxable Income 


Rs. 6,500 


1948.49 

Tax payable at the average rate of 15 £ pies 
per rupee on Rs. 6,500 

N. B. 1 . Average rate of income-tax on Rs. 
as under : — 

Income tax on first Rs. r,5oo in the rupee Nil 
» „ next Rs. 3, 5oo @ -/ if - Rs. 218 - 12.0 

® - 12 , 


? 5l?„30 
9,000 is calculated 


)) 

77 


Balance Rs. 4,ooo @ -/s/- 


Rs. 5oo-o o 


Rs. 718 . 12.0 

Average rate — jS J pies. 

9 ) 0 co 

For 1949*50 

N. B. 2 . Average rate of income tax on Rs. 9 , coo is calculated 
as under : — 

Rs. a. p. 

— - Income Tax on Rs. 2,5o o (salary and interest on 199 10 3 

Securities ) of total income tax on Rs. 9,000 

9>coo 

according to the rates specified in the Finance Act 
1948. 

Income Tax on Rs. 0 ,5oo ( remaining income) 434 7 3 

~ C ~ of total tax on Rs. 9,000 according to the rates 
9,000 

specified in the Finance Act, ig4g ■ — - — 

634*1,10 


Average rate => i 3 ' 52 S pies 

9,oao 

Tax payable at the average rate of i3‘SiSpies 
per rupee on Rs. 6,5ca 


4i7-i5-3 
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ir 

i The question of earned income Has teen ignored in theaboie 
calculation* 

3 Share of tncome of Hindu Undivided Family and Interest on 
Post Ojfice Saving? Bant Depos t are complete exemption and are 
therefore, treated as “No Income ” and as such have b^cn excluded from 
the computation of total income 

3 Fee for refereeing a ma eh as an amateur u casual Income 
and therefore, treated as ‘no income * 

4 Share of p ofit from unregistered firm is usually tax free 
though included in the total income, but as no income tax been paid m 
this case by the frm’j income as the total income being only Rs i,6co 
and is below Rs 3&oo as such tc wilt be tax'd in the hands of 
Mr Acharya 

3 Income rcaticd on fixed deposits with the co operative society 
is taxable Only the profits of the society are tax free (vide page 
is and i4 

6 Fee as an examiner is regular income and ts therefore 
taxable ' 



CHAPTER 111 

RESIDENCE AND BASIS OF TAXATION 


Income Arising Outside British India 

(i) Accrual vs. Remittance Basis 

Before the passing of the Income-Tax Amendment Act of '939, 
income earned abroad but not brought into Iudta was not liable to tax. 
This had an adverse effect on tho supply of capital in the country and 
consequently acted as a check to tho investment of resources into our 
industries. As whenever a person rosidmg in Tndia earned an incomo 
abroad, ho was tempted not to bring that incomo into India and was 
naturally anxious to invest it outside India with a viow of evading tho 
tax. But now section 4 which introduces tho Accrual basis of taxa- 
tion* of foreign incomes as opposed to ‘Remittance Basis’ which was 
in force before the passing of tho new Act provides a very important 
piecoof reform in tho Income-Tax Legislation. 

Residence determining the basi3 of taxation — Sec. 4 A. 4 B. 

Liability to income-tax under the presont Act is determined on 
the basis of residenco and honco assosseos havo beon divided into 
throe distinct hoads 

(a) Persons not resident m British India (Non-residents) 

(b) Persons resident but notorduiary resident in British India and 

(c) Persons resident and ordinarily residont in British India. 
Each of those olassos are charged on a different basis and are defined 
as follows : — 

Individuals 

An individual is said to be a resident i n British India, in any 
year, which means a resident but not ordinary resideutrif ho satisfies 
any of the following conditions : — 

(0 he is in British India for 182 days or more in that year, or , 

(ii) he maintains a dwelling place in British India for 182 days 
or more and is in British India during the year for any period, 
however, short, or v _ 

(in) he is in British India for a period amounting in all to more 
than 365 days in the four preceding years and is present in British 
India for any time, however short during that year, otherwise than on 
casual visit, or 

(to) he is in British India for any time in that year and the 
Income-Tax Officer is satisfied that such individual having arrived in 
British India during that year is likely to remain in British ludia for 
not less than three years from the date of his arrival. 

It is very significant that an individual in all the above cases 
must have been present in British India even for a day in a particular 
year before he can be said to be a resident. Therefore, if an indivi • 
dual remains outside India for the whole of the Fiscal Year from 
April 1 to March 31 ; he would be regarded as a non-resident and 
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can, m no circumstances, be a resident whatever connections ha may 

have during that year 

R&ident and Ordinary Resident 

An individual to he called as resident and ordinary resident must 
satisfy the following two further conditions in addition to any ono oi 
the four conditions mentioned above — 

(i) a he has been in British India for periods amounting in all to 
more than 2 years during the 7 preceding years ; and 

(„) has been resident in India for at least 9 out of thu 10 precod. 
ing years 

Prom the above it is clear that both these conditions must be 
fulfilled, if any of them remains unfulfilled, an individual esnnot be 
taxed as “resident and ordinary resident” In other words, for ordu 
nary tbs donee, technical residence atone determined on the basis of 
above four conditions is not enough but physical presenco also during 
preceding seven years is necossary At tho same tuno physical 
presence, however long cannot solve the problem, there must bo 
technical residence for 9 out of 19 years For example if an indivL 
dual remains completely absent from British India for two fiscal years 
(April, 1 to Match 31), his status of "resident and ordinary res .don l 
will be destroyed 
Other Bodies 

(i) Hindu Undliided Fatally will bo treated as non-resideut 
if tho control and management of its affairs ia situated wholly outsido 
British India. ' In other words, if the oontrol and management of 
its affairs is situated either partially or wholly In British India it will 
bo treated as 'resident and ordinary resident ’ 

(it) k conpauy is a resident of British India (a) if the control 
and management of its affairs is situated wholly m British India in 
that year or lb) if its income accruing m British India w that year 
exceeds its income outside British India While calculating income 
for this purpose, income chargeable under the head ‘Capital gams* a 
to be excluded. In other words, if even a part of the management is 
situated outside British India the company would be treated as non. 
resident provided its Indian income does not oxcoed foreign income 
Residence in case of a company means ordinary residence 

(m) Partnership llr ms and other associations ot persons — 
a firm would be a resident, which means ordinary resident as well 
unless the control and management of its affairs ig situated Wholly 
outside BnUh Lidia. In other words, if the management of a Grin 
or association of persons mpartiy situated in British India and partly 
outsido British India the firm as against a company shall not be treated 
as a non.rosident, e g , a foreign firm had a branch i& British India and 
was managed by a resident partner the firm is resident because the 
g®*!* management was not wholly without British India 

(M aafttt ( T.R I 

There is a significant difference between the treatment m the 

definition of a firm and a company If in both cases tho control and 
management of affa rs is situated wholly outside British India hJt if 
their Indian income exceeds the foreign income, the company, on that 
score would be treated as » 'resident and ordinary resident, whilo a 
firm would bo treated as, non resident and, would be taxed accordingly. 
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Illustration 5^ 

Determine the Status of ( A’ on the basis of 
details : — 


Date of Arrival in British India 

^ T\^n. 1 rc i noo 

Date 

-L/6C. loj IJmo “ 1 

AncMicf jII iQOQ . — 

— Jirne 

^*.u Q uowui.) ivv w*— • 

oo -frvon /\ . 

tJU. 60 y 4 - — 

UuC, 

VQG. lj lDtlA ' “ 

4 1 no ,1 _ — 

Feb. 

r lbforf In 1 QQ/? • — 

— Dec. 

/ Tnn n 1 *7 

— Feb. 

"XT — 

!Vf 1 Inin - 

NOV. 

lYiarcn x, xy&ir — •" 

■ Tn n 1 10 41 

— Sept. 

Jan. x, xy*i 

TVJ'nt'r'K 1c: 10 4,1 . 

” Dec. 

xvxarcn xd, xy^ 4 * 

Feb. 10, 1946 — 

Nov. 

April 


the following 


of Departure 
15, 1929 
15, 1929 
15, 1930 
15, 1932 
15, 1934 
10, 1937 
15, 1938 

30, 1940 

31, 1943 
15, 1945 
30, 1947 


Solution 


F iscal Year 

No. of 


✓* 

days stayed 

Status 

'1928-29 

106 

Non-resident 

1929-30 

213 

Not ordinary 

^930,31 


resident 

198 

Do. . 

/1931.32 

76 

Do. 


1932.33 

Nil 

Non-resident 

1933-34 

Nil 

Do 

✓1934 35 

258 

Not ordinary 



resident 

1935.36 

Nil 

Non-resident 

"1936-37 

276 

Not ordinary 



resident 

1937-38 

289 

Do 

1938.39 

'1939.40 


Do 

31 

Not ordinary 


resident 


Reasons 

Stayed for less than 
182 days. 

As he has stayed for 
more than 182 days in 
the year. 

Do. 

Though he has stayed 
for less than 182 days 
here, but has stayed 
for more than 365 days 
during four years end- 
ing 31st. March, 1931. 
As he has not been in 
British India even 
for a day. 

Do. 

As he has stayed for 
more than 182 days in 
this year. 

As he has not been in 
British India even for . 
a day. 

As he has stayed for 
more than 182 days in 
this year. 

Do. 

Do. 

Though he has stayed 
for less than 182 days 
here but has stayed for 
more than 365days dur. 
ing four years ending 
March 1939. 
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iscal No. of Status Reasons 

ear days stayed 

110-41 27a Do. As ho has stayed for 

more than 182 days in 
this year 

.941.42 3G5 Do. Do. 

.912.43 265 Do Do 

L943.44 291 Do Do. 

L44.45 365 Ordinary As ho is a resident 1U 

resident this year becauso he ha* 

stayed for moro * than 
182 days and in addition 
as he is a resident for 
9 out of 1" preceding 
years as also he has 
stayod in British India 
for a period amounting 
in all to more than 2 
years during tho seven 
preceding years, ha 
beoomes an ordinary 

1915.16 3~g Do resident. 

1916 « 565 l£ S°- 

l91, '* a Jl 1>- Hero lie a. resident 

because of the fact that 
ho has bU>cd in British 
India for a period ex- 
ceeding 365 days during 
Uie preceding four 
years. At tlio tauie 
tune as ho satisfies tho 
two conditions vir. ho 
has been a resident for 
all the ten years out of 
tho ten preceding years 
and has stayed in Bri- 
tish India for more 
than two years during 
the seven preceding 
years, he becomos 

Illustration 6 ordinary resident. 

in British India whej^hia'f amiW in ?« ^ Indlan , State hi3 his homo 

British India in any year f nr 7 ^ ay ^ ng ' ^ ^oh a man visits 
regarded .as resident but nnt* however, short, he shall be 

dweUmg hott M „ Betel, In*. fSSSaSlSd^ ^ “ 

An individual came to Brit .6 i.i 
ilaymn for loot j«a„ ln Brteh I,5i. ■»«•«». ago, titer 

foe lone mouths and thoeeaftce VTA Hncland „„ 
the port on which ho wa, J ‘J Beteh Indnt lo joul 
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ordinary resident because he has not been resident for nine out of 
ten preceding years though, he has stayed in British India for a 
period of more than two years in the seven preceding years. 

Illustration 8 

A merchant maintains an ancestral home in British India and 
is serving in U. K, He reguhrly visits his home for three months in 
every year. He is a resident though not ordinary resident as he has 
not stayed in British India for more than two years in the preceding 
seven years. 

Illustration 9 

An employee of Tata’s after serving with them for a period of 
twelve years went to England on nine months leave in the month of 
May .946. He will be a resident and ordinary resident for the fiscal 
year -946-47, as he, after nine months, came back to India in January 
1947 and therefore he is a resident for the period and in addition 
satisfies both the conditions required to make him an ordinary 
resident. 

Illustration 10 

A person has worked as a Principal of a College in British India 
for a period of 20 years, after which he retires and goes to England in 
ApriL i 940 and again came to British India in February 1943 with a 
view to take up the appointment as the Director of Education. 

Analyse his position on the basis of residence. 

Solution 

Position in 1942.43 

(i) he was not in British India for 182 days. 

(ii) he did not maintain a dwelling house. 

(Hi) in the four preceding years, he was in British India 
' for more than 365 days, and is in British India in this 
year for two months otherwise than on casual visit as he 
has come to take up an appointment. 

Thus he would be a resident. Now we should see whether he is 
an ordinary resident or not. 

(i) Whether he is resident for nine out of ten preceding years — 
yes, as he left India after 20 years of service in April 1940, thus 
staying in this year (1940.41) at least for a day, while remaining in 
India for more than 365 days in the four preceding years, he was a 
resident prior to 1941.42, the only year when he is not a resident, in 
the ten years. 

(ii) Whether he is in British India for periods amounting in all 
to more than two years in the seven preceding' years — yes, as he is 
out of India only from April 1940 to Feb. 1943 i. e,, about 2 years and 
10 months in the preceding seven years. Evidently he has stayed in 
India in the preceding seven years for more than two years. 

Hence he is a resident and ordinary resident. 

Illustration 11 

A limited company having its head office in England carries on 
business in India as well. During the year 1944.45, its income is 
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R s 5, 00, 00» *U.ch include llidl.i; t.UO.TOO, Stita 

whether this company would bo taiod as redout or o her. 1 - 0 . 

TUecontrot of its management is situated outsold Brit-h i lj*» 
and on that score, if income is ignored, it will be a n0l J* r ®*jf°? 
company But as its Indian income exeeds foreign income, it will be 
taxed as resident 

Had it been a case of a partnership firm, tho firm would have 
been treated as a non-resident as its management ts wholly situate 
outside British India 

Dtsls o! Taxation in case o! Resiled and non-rtslients— 

Sec. 4 (I) (a), (c)(4) 

A. Non-resldeat 


A non.resident is charged on incomes accruing arising or re* 
ceived in British Indiaj whether or not he remits tho income to British 
India. In other words, he pays tax only ca Indian income . 

B. A Resident but not ordUutf resident 

Such an assesseo pays tax on the following incomes • 


(i) Indian Income. 

(u) Remitted foreign income 1 . 1 ., income sent to British India, 
(lit) Unremitted foreign income arising abroad from a business 
controlled In British India or from a business controlled in Indian 
state, or derived from a profession set up in British India or Indian 
State m excess of Rs. 4,500 (excluding any incomo accruing or arising 
in Indian State from a business set Up or ooarolled in India, which i* 
to bo included m the total income for the purposes of determining 
average rate but is otherwise exempt) 

C. Resident end ordinary resident 
(l) All Indian income 

(si) Foreign 'income if it is brought in British India, 


(ut) All unreraitted foreign income in excess of Rs 4,500 (exclud- 
ing any income accruing or arising m Indian. States 
which is to bo included in the total income for purposes 
oi determining average rate but is otherwise exempt,) 
Explanation— Sec 4 

(1J Income, profits and gains arising or accruing without British 
India shall not be deemed to be reoeived in or brought into British 

India for above calculations by reason only of tho faot that tlioy are 

taken Into account in a balance sheet in British India. 

(2) Salaries earned if payable in British India and not being 
pension payable without British India, shall be deemed to accrue or 
arise in British India, wherever the payment may be made. 

(T) A dwdesd. paA outside British India shall he deemed to bo 
mcomo accruing and arising in. British. India, if it la paid out of profits 
subject to income-tax in British India. 


(4) If a husband is non-resident m British India, remittances 
received by his wife resident in British India out of any part of 
husband's mcomo which ia not included In his total income shall he 
deemed to bo income accruing in British India to his wife 
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Illustration 12 

A being an individual has the following incomes : — 

(i) Rs. 2,500 accruing in British India. 

(ii) Rs. 7,000 earned outside British India from property and 

investments out of which Es. 5,000 were brought into 
British India. • 

(iii) Rs. 10,000 earned abroad from a business controlled in India 
from which Rs. 3,000 are brought into India. 

Find out the taxable income if the assesses is (a) ordinary 
resident.; (b) a resident and not ordinary resident ; and (c) a non, 
resident. 


Solution — 

(A) As an ordinary resident 

(i) Accruing m British India 

(ii) Remitted foreign income 

(iii) Unremitted foreign income m excess of 
Rs. 4,500 


Rs. 

2.500 
8,000 

4.500 


Total Rs. 15,000 


(B) A resident but not ordinary resident 

Rs. 

(i) -British Indian Income 2,500 

(ii; Remitted Foreign Income 8,000 

(iii) Unremitted foreign income from a business 

controlled in India in excess of Rs . 4,500 2,500 

Total ' Rs. 13,000 


(C) A non-resident 

British Indiarmlncome Rs. 2,500 

Illustration 13 

An assessee has the following income in the previous year. 

(1) Income arising in British India Rs. 12,000 

(2) Income earned from property and investment in Egypt 
Rs. 8,000 of which Rs. 3,000 is received in India. 

(3) Income derived from business in Egypt (business being 
controlled in. India) Rs. 7,000. 

(4) Income derived from Gwalior State from business Rs. 15,000 
of which Es. 5,000 have been derived from business controlled in 
India. 

(5) A sum of Rs. 5,000 has been earned as salary in Rewa State 
of which Rs. 1,000 has been brought into British India. 

Find out the taxable income of the assessee if he is (a) an 
ordinary resident (b) a resident but not ordinary resident (c) a non- 
resident. 

4 
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Resident and ordinary reiident 
Statement of Taxable Incorao 


2 

3 

4. 


Incorao arising in British India 
Remitted foreign Inoome (including Its. 1,000 
state income) 

State Income (unremitted) 

Unremitted Foreign Income 
(0 Income from Property in Egypt 5,000 

(u) Income from Business (controlled In 

India) in Egypt 7,000 


12,000 

4,000 

19,000 


In excess of Its 


12,000 

4,500 


7,500 


Total Income 42,500 


Exempted Income 

unremitted State Income 19 ,Q 0 U 

Here the assesses shall pay tax on Rs 23,500 at the average 
rate of tar applicable to lls. 42,500 

1, For the purposes of ordinary resident the Income arising 
va an Indian State either from the business controlled or not vft India 
or from any other source does not make any difference. In all these 
oases the state income from whatever source dmvod will he included 
in the total inoome of the assessee for determining the average rate 
of tax but shall be otherwise exomnt from tar 


(B) Resident and not ordinary reiident 

Statement of Taxable Income 


l. 

British Indian Income 

\3.,m 

2. 

Remitted foreign Income 
(Including Indian State income 

4,000 

3 

Unremitted foreign Income 
(excluding Indian State income) 
in excess of Re. 4,500 

2,500 

4. 

Unremitted Indian State Income) 

(from Business controlled in 



British India) 

5,000 


r „ Total Income 23,500 

Less unremitted Indian State Income 5 000 


Taxable Income 18,500 

The assessee shall pay tax on Ra 18,500 at the average rate 
applicable to Rs 23,500. 

Note. Ordinarily the Income arising in an Indian State is not 
Included in the total income of the assessee either for determining 
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tho average rate of tax or for levying tax. But if it arises from the 
business controlled in India it will be included in his total income for 
determining the average rate of tax only and is otherwise exempt 
from tax. 

2. The question of earned income allowance has been ignored 
as the income arising in British India does not clearly indicate as to 
its sources. 

(C) Non-resident 

A non-resident will pay tax on the income arising in British 
India i.e , Rs. 12,000 at the average rate of tax applicable to his total 
world income which amounts to Rs. 47,000. 

Liability o! Non-resident 

For determining the liability and the basis upon which the tax 
is calculated, non-residents are further divided into two classes ■ — 

(i) British subjects (including subjects of Indian States or of any 
part of the British Dominions or Colonies.) 

(it) All other non-residents. 

The rate of Income-tax for British non-resident is computed by 
reference to his “Total world income” (i.e , the whole of his income 
wherever arises). But if the total world income of a British non-resi- 
dent is less than the minimum taxable limit, he will not bo required 
to pay any tax. Thus, if he has an income of Rs 500 arising in 
British India and an income of Rs. 4,000 arising abroad, his total 
world income is Rs. 4,500 on which, tax would be Rs. 140.10,0 
(Rs. 1,500 nil, and Rs. 3,000 at nine pies in the rupee) and the tax 
payable will be 500/4500 of Rs. 140-10,0 which is Rs. 15-10-0. 

A non-Brit\sh non-resident. Is required to pay income tax at ' 
the full company rate of tax, however small his income may be. Thus 
if his income arising in British India is Rs. 500 he will pay tax at the 
rate of five annas in the rupee which comes to Rs. 156-4-0. 
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BASIS OF ASSESSMENT 


Previous Year or Average of Years 

What 'hoo!d be the basis of charging the tax is the most funda- 
mental question in our study, whether the base of the tax be the 
current year, the preced ng year or an average of years. In India 
income earned during the previous year u the basi3 on whlch tftX „ 
pay^bll m the current year, while an average of vear< w«« a feature 

BrSXste^ *"7““” to the supplication of the 

British system in 18.6.27 Whatever be the h\«us, the ability of in 
» me«ti«d by the income which hi recdfcs during 

means- the ba«e upon vh ch a man’ s w4hoVl^.° ,nd, ^i° n o£ 
naturally lad out— but it must wt ^ °V lf ° V° 

paying the tax does not folbw do«ely 55«7* tho tune for 
it has been computed eiy upon “ e period over wh.ch 

many cjJS arnHl hu lott Tt^Mpdan^ bssbeon r ® jected by 
a few years hence However! * 11501 * aa ^ 

other methods It enables one t l > P ^t 1 -^ !h« t U ‘'\T adT&aUses over 
individual m a better way than what can bo^aown^h 0 “ pacl ‘ y of » tt 
»noome, as a busme-smaa fixes the 4 b 7 a smglo year s 

extended period and not on a srn^b year Udd ° f ,iyuix over au 

of its own, S but it u* Lorn ’th»*^wt 010 ad ' ra “ta 3 os 

r CC f?k 0 \ U 4 year m wh-ch the^nmme ^l^ I1 ,? nce 4 , unsatisfactory, 

feel the burden of the Ux sometimes seve^V^ ** tax P a y" 

- W *. men*. „ pru- 

a.it.uconip aatai.hoUi fur iCui 8,011 iendruntas. 

«nd for Hi. Uunuu. Author,,, “ W'Pwei the return 

of return . dJEcult, ,t IcuTtu „ Jn“ k ‘ bc “r A» the clucking 

le the basjj of the current year This meihrv^ Method would 

Ux the income at the earliest possib.^dSf^ 1 also * ^°“sh, it would 
ence ? and delay in a^meni ' date * <? Ca ^ «rtam mconvtni. 
'•'Whatever may be its adv t 

basis otH^ment .3 that of Indian 

most of the inconvemences of the other twV™.C Method avoids 
it is applicable to all Unds of income, U er a * lb <> name time 

tively simple and elmunatea unnecessary comsjSSn^ adiDJllstTa - 
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Previoas Year Sec 2 (11) 

According to the Indian Income Tax Act, tax is payable by the 
assessee on the total income of the ‘Previous Year/ which usually 
means the fiscal year v e.g.Jfche. twelve months ending on 31sr, day of 
March next preceding the year to "which the assessment is to be made. 

But if the accounts of an assessee for twelve months are made 
in respect of a year which ends on any other day than 31st, March 
the assessee can adopt that accounting year as the previous year. In 
brief previous year under India Income Tax Act means any twelve 
months ending ivi'Jim twehe months ■ immediately preceding the 
financial year. 

For example, the income of the year ending 31st March, 1946 is 
taxable m the financial year 1946-47, if the accounts are closed, say 
on 31st, October 1945 gx Depawah 1945 it will also be taxed in the 
financial year 1946-47. But if the accounting year closes any time 
after 31st, Match 1946 i.e. some where between 1st. April 1946 to 
31st March 1947 the income of the year shall be assessed in the 
financial year 194V48. 

Separate Previous Year 

The assessee is allowed under the Indian Income Tax Act to 
have the separate previous year for separate source of income. But 
once he has been assessed in respect of particular source of income 
according to his choice, he shall not be allowed to choose any other 
accounting year as previous year for that source of income except 
with the permission of the Income Tax Officer and that too on such 
terms and condition as he thinks fit. This restriction is intended to 
safeguard the interest of revenue and permission to change is usually 
granted on conditions which the Income Tax Officer considers 
sufficient to secure that the change does not result in any profits 
of any assessee escaping assessment. Sec 2 (11) (a) 

Previous Year lor Newly Sat up Business 

In case of newly set up business, ordinarily the period from the 
date of the setting up of business or profession to 31st day of March 
next following will be taken as the previous year. In case the 
assessee’s accounts are kept to some other date, then the period 
from the date of setting up the business or profession to such other 
date shall betaken as the previous year at assessee’s option. 

It may happen that such other date does not fall between the 
setting up of the business and 31st. March next following. In such 
cases it shall be deemed that there was no previous year. For 
instance, supposing a new business is started on 1st. August 1945. 
Then previous year would be : 

(i) If accounts are kept from 1st August to 31st July then 
Accounting period v. ould end on 3lst. July 1946 and hence there 
would be no ‘Previous Year’ for the Financial Year D46-47 the profits 
being taxed in year 1947.48. 

(ti) And if accounting year is the Calender Year i.e. ends on 31st 
December 1945, the previous year would be from 1st. August to 
Dec. 1945. 

(in) If ho keeps his accounts from 'March. toSApril then August 
1, 1945 to March #1, 1946. Also if the assessee makes no choice 
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the previous year for assessment of 1946.47 will be from 1st August 
to 31st. March 1946. 

Previous year incaiei where Commercial year ii not necessarily 
Calender Year 

Incases of certain communities whose Commercial year is not 
necessarily English Calender year but is a period which expressed in 
calender months varies from year to year and in one year may bo 
slightly over tV'elve months, and in another slightly under twelve 
months and in some cases the Commercial year may even terminal© 
in the month of April, the commissioners of Income' - iax have been 
authorized to determine as the previous year in the case of any 
person or business, 

„ ■' commercial year consist ng not loss than eleven months and 

not more than Uurtoen months 

that 3 ( 0th Apnr" 010 ' 31 6ndin3 aftar tbo fiscal 7°" but nok laUsr 
Previous Year and a Partner of a Firm 

When the assos5.ee is a partner 0 r a firm the previous vear in 

. Uut ,Q res P 0ct °f his income from other sources he can havo 
separate previous year. \ 3eo 2 (U) (o) 1 “ 

Slab System Vs. Step System 

progressive rates to successive KhcBsnf info I )l eaa8 tr ^ application of 
whilsl tom, above K, 2,000 p„d to, lube f „lSl“ g ™£" e " P 

Grades of income t,„. , . s * 

2.000 to 4,999 axdudmg aur ctogb. 

3.000 to 9,099 ®P les 

10.000 to 14,999 9 P lBS 

15.000 to 19,999 *“ P‘ es 

20.000 to 29,999 16 P ies 

30.000 to 39,990 J; 9 P ,ea 

40.000 to t9, 930 23 pies 

1,00,000 and above P'cs 

26 pics 

the percentage Jt*uS££ token “aTOy'bv^lf SteP Byste,n ’ hecauso 

sharply from one figure to another— from in T? ,ncoma tax stops lip 

per cent to 4 7 percent and t, 0 n 3 L pa .™ c ® at » froin 
percentage moves up not in jumps but sinrwthW ^ u Ub ® y stem ’ tha 
mcoine pushing the percentage up ^ df ru P«® 
more equitable . The ‘slab* system , abt ly , w hich is clearly 

it provides effective rates of ? tax th^t sU^d.w^ gfCat adv autage that 
jumps as total Income increases. &<llly tncrease without sudden 

rates rests wSth^Ce^trdG^vemmra^a^d^a' bo cb *rsod at 
Finance Act. The income taxSonth^l^ b ? thy Annual 
as fixed by the Indian Finance Act, 1948 are as under stab 8ystem 
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For individuals, unregistered firms and Hindu Undivided families 
and Association of persons other than companies : — 

First 1,500 Nil 

Next Rs. 3,500 One anna in a rupee 

Next Rs. 5,000 Two annas in a rupee 

Next Rs. 5,000 Three annas and six 

pies in a rupee. 

Balance of Income Five annas in the rupee. 


No tax is payable on incomes not exceeding Rs. 3,000, for incomes 
just above Rs 3,000 the tax is restricted to half the excess of the 
income over Rs 3,000. 

The Income tax payable on the total income as reduced by the 
allowance for earned income shall not exceed either : — 


(a) a sum bearing to half the amount by which the total income 
(before deduction of the earned income) exceeds Rs. 3,000 the same 
proportion as such reduced total income bears to the unreduced 
income ; or 

(b) the income tax payable on the income so reduced at the rate 
sepecified in this schedule, whichever is lower. 

As may be noted on the basis of above rates under the step system 
an unreasonable position arrives at the point on the scale of incomes 
where the rate of tax jumps from one rate to another unless some 
special relief were given. Thus an income of Rs. 4,999 would at 6 
pies suffer a tax of Rs. 156/4/. whilst an income of Rs. 5,001 would, at 
9 pies in the rupee pay Rs. 234 as tax, so that the penalty for having 
Rs. 2 as extra income would be Rs. 78 as extra tax. This unreasonable 
result was avoided under the old system by providing that for incomes 
just above the points in the scale where the rates changed, the extra 
tax payable should not exceed the extra income itself. Even this, 
however, 'did not eliminate the inequity and whilst an income of 
Rs. 4,999 paid only Rs. 156/4/. (excluding surcharge) an income of 
Rs. 5,100 paid Rs 239/1/- and hence the assessee for an increase of 
Rs. 101 in his income is required to pay an additional tax of Rs. 82/13/- 
(Rs 239/1/0 minus 156/3/0), which evidently is very unjust. Similar 
large jumps ocoured at other points of change as well. This inequity 
no longer exists under the ‘Slab’ system in which the tax payable 
increases gradully as the income increases e, g. incomes of Rs. 4,000 
Rs. 4,500, Rs. 5,000, Rs. 5300, Rs. 5700 would pay respectively 3.9 
per cent, 4.1 per cent, 4 3 per cent, 4’9 per cent, and 5.4 per cent, as 
against 3 4 per cent, 3.4 per cent,. 3.4 percent, 5*1 percent, and 51 
per cent respectively under the ‘Step system.’ No doubt the assessee 
under the present slabs is required to pay a higher percentage of tax 
as compared to what he paid under the step system but this in no way 
makes the slab sytem unreasonable as it is a question depending on 
the requirements of the Financial Exchequer. 

Formerly life insurance premiums were not taken off the total 
income to arrive at the rate of tax chargeable though tax was not 
charged in respect of the premiums so paid. Thus, a man with an 
annual income of Rs. 11,000 who paid Rs. 1,500 in premiums paid tax 
on Rs. 9,500 at the rate applicable to Rs. 11,000. This did not. work 
very fairly under the ‘Step’ system because in the example given, had 
the net inoome of Rs. 9,500 been the total income it would have been 
liable at only 9 pies in the rupee* but now as the total income is 
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Rs flO&O, wluch falls m the third step, tax on Its 9,501 was to be 
pa d at the rate appropriate to Rs. 11,000 (i t at one anna in tuo 
rupee) But under tho ‘Slab’ system tax is to be calculated at different 
rate under different slabs and relief for insurance premiums to bo 
given on the average rates, the assossee does not suffer any lo^s 
because of the inclusion of insurance premiums, as in case of ‘3tep’ 
system Although this involves more calculation under slab system 
yet it wotks fairly lx cause, the average rate moves up gradually as 
the income gets larger 

The present rates of tax, as fixed by the Indian Finance Act, 1919, 
are as follow i — 


First 1500 
Next Rs. 3,500 
Next Rs 5,0CQ 


Balance of income 


Nil 

9 pies in the rupee 
one anna and nine 
pies in the rupee 
Three annas and six 
pices in the r upee 
Five annas in the 
rupee 


Income juit exceeding R*. 3,000 

In the above scale of rates provision is made for restricting tho 
tax payable in cases where the income exceeds Rs 3,000. to half tho 
excess of the income over Rs 3,000. Thus without this provision tax 
* on Rs. 2,939 would be nil, whilst tax on Rs 3,001 would be charged on 
Its Will at one anna in rupee l. c. Its. 93/ 13/. for the assessment year 
1948.49 and Rs. 70.’ 9 for the assessment year 1949.50 (at the rate 
of nine pies m the rupee; 

Snnilarly in case of a Hindu Undivided family tax payablo on 
Rs. 5001 has been restricted to half of Re l only which otherwise 
would have been payable on Rs 3501 amounting to Rs. 164.2.9 
(on Rs 3500 at 9 p.ces m the rupee and on Re 1 at 1 anna 9 pics in 
the rupee) according to the Finance Act of 1949. but with the pro. 
vision inserted, the tax payable oi\ Rs 3,001 is restricted to half 
of Ite 1 only. 

(For detailed rales refer to appendix I) 



CHAPTER V 


INCOME-TAX AUTHORITIES 

(Sec. 5) 

The Central Board o! Bovenue— All officors and persons 
employed in the execution of Income-tax Act shall observe and 
follow the orders, instructions and directions of Central Board of 
Revenue. No order shall, however, be given to interfere with the 
discretion of the Appellate Assistant Commissioner while deciding an 
appeal. 

Assistant Commissioner and Commissioner of Income-tax are 
under the direct control of Central Board of Revenue. The Board is 
entrusted with the general administration of the Act and can issue 
instructions regarding the interpretations of the various provisions 
of the Act. 

Commissioner Of Income-Tax — The Central Government 
appoints a Commissioner of Income-Tax for an area specified in the 
order of appointment who works as an administrative head' of the area 
for which he is appointed. Additional Income-Tax Commissioners 
may also he appointed by the Government to deal with special cases 
e, g,, matters relating to suspected fraud or assessment of concerns 
whose operation extend to more than one circle. 

Assistant Commissioners— The present Act divides them into 
two classes : — 

(i) Appellate Assistant Commissioner and 

(ii) Inspecting Assistant Commissioner 

Appellate Assistant Coramissiouer shall be under the direct 
control of Contral Board of Revenue. Ordinarily there will be one 
Appellate Assistant Commissioner for one area. Appellate Assistant 
Commissioners will hear appeals from the orders of Income-Tax 
Officers. 

Inspecting Assistant Commissioner will perform such duties as 
are directed by the Commissioner. Administratively the Income Tax 
officers are under the control of Inspecting Assistant Commissioners 
who are in their turn responsible to the Commissioners for seeing that 
the work in their circles under their control is efficiently performed. 
The function of the Inspecting Assistant Commissioners are mainly 
extra statutory, as they deal with general organization of the office, 
control of office staff, settlement of refund claims etc. But at the same 
time the Income Tax Officers cannot - impose a penally without the 
previous approval of the Inspecting Assistant Commissioners. 

This is a very wholesome provision as it avoids much of 
overlapping of factions. As the appellate work has been separated, 
more attention will 'be paid to the appeals filed by the Income-tax 
payers and this will make the Income Tax Officers more cautious when 
making assessments. 
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Income Tax Officers are appointed by Central Government and 
perform such functions In respect of an area as tho Commissioner ol 
Income Tax may direct In fact* it is the Income Tax Office* with 
whom tho assosMHJ or the tax-payer in most'y concerned. It is i no 
who determines the taxable utcomo and also the > mount of Incomo.l ax. 

I he admin ist rat ion of law us primarily vested in tho hands of 
Income-Tax Officors who i»“-uo notice'-, examine evidences and arsons 
the incomo They aro as'-.stid by lncome/Tax Inspeitor* - *a dw 
which is n »t recognised hy the Act Such inspectors make local 
enquiries inspect accounts and give ihoir report to llio Incomo-Tax 
Officers reg irding tho state of account of the a sc^ce or regarding 
her a^sc^afife (tuxitna Thctr work is more or less of u eocrohry of 
the Income-Tax Officer Tho accounts of llic asft'seo are tirat 
exam ned by tho Inc une Tax Inspector gcuer illy Tho Income-Tax 
Offioors aro also helped by a number of clerks who aro appointed to 
perform various clerical and other duties preliminary to or consequent 
upon their orders 

The Appellate Tribunal (Seo 5 Al— The function of tho Appel, 
late Tribunal is to hear appeals on questions of facts and law against 
the decisions uf Appolla'e Asaistint Cimmiesionor Tho Tribunals’ 
decisions on qucsti m of facts aro final and conclusive but its decisions 
on questions of Law are subject to referenoo to High Court. The 
Tribunal is the only authority to elate a c*«e for the opinion of tho 
High Court 


The Tribunal Is to consist of not more than ten members, half 
of them being Judicial and half Account members A judlc al member 
shall be the President of the Tribunal. O it of the members of the 
Tribunal d fferent benches consisting of one Accountant and on* 
Judicial member are formed to hear appeals m different parts of 
India. 


QoallUeallon of Us Members— Judical member mud lisve the 
qualification of a District Judgo and an Accountant member must bo 
a registered accountaut But tho t entral Government has tho power 
to appoint any Accountant member not possessing tho necessary 
qualification if it is satisfied that his otfior qualification and oxi>ertoiice 
render him suitable for appointment 



CHAPTER VI 
EARNED INCOME 
[Secs. 2 (6 AA) and 15 A] 

For the first time in the assessment year 1945.46, a distinction 
<vas made between earned and unearned incomes. Earned income 
under the Act includes income from salary, profession, vocation or 
business as also from other sources which derived by the personal 
exertion of an assessee. As against it, incomes derived from property, 
dividends or interest on securities are excluded from the definition of 
earned income. The Indian Finance Act of 1945, for tho first time 
provided for the allowance of one tenth of the earned income with a 
maximum of Rs 2,00u in calculating income tax, but not Super tax. 
The introduction of the earned income allowance in the Income Tax 
Act is an innovation based on reason and justice. Income which is 
described as earned involves in fact depreciation of human machinery 
and should, therefore, receive certain privilege in the hands of the 
assessees. This allowance on account of earned income may in other 
words be regarded as a sort of payment for the work done by an 
assessee in the earning of that income. 

Section 2 sub-section 6 AA of the Indian Income Tax Act defines 
‘earned income’ as under : — 

“Earned income” means any Income of an assessee who is an 
Individual, Hindu Undivided Family, Unregistered Firm, or other 
Association of persons not being a company, a local authority, a 
registered firm, or a firm treated as registered under clause (b) sub- 
section 5 of section 23 : 

(a) which is chargeable under the head “Salaries” ; or 

(b) which is chargeable under the head “Profits and gains of 
business or profession or vocation” where the business, profession 
or vocation is carried on by the assessee or, in the case of a firm, 
where the assessee is a partner actively engaged in the conduct of 
business, profession or vocation ; or 

(c) which is chargeable under head “Other sources” if it 
is immediately derived from personal exertion or represents a pension 
or super-annuation fund or other allowance given to the assessee in 
respect of his past services or for the past services of any deceased 
person ; 

aud includes any such income which, though it is the income of 
another person, is included m tho assessee’s income under tho 
provisions of this Act, but does not include any such income which 
is exempt from tax under subjection (2) of section 14 or under a 
notification under section 60. 

From the above definition the following facts should bo clearly 
understood : — 

I*. The question of earned income allowance is confined' and 
earned income allowance is admissible to only an ind.vulual, Hindu 
undivided family, unregistered firm, active partners of a firm or other 
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association f persons other than a cumptnj , 1 *•<& authority, * « 
tered firm, or an unrtgi'ti r. ! firm trciti d v» a registered firm under 
section 23 (1) of the Act 

2 Oily threo spocihc cU< e* of Inclines come under thia 
doRmton , U) Vdano« (b) profits t m n busmens profession or vacation, 
(c) Income from other sources* if it Is derived from personal i xcrtloit 
of an a««cssee or represents a pensim or supir unnuaUon fund or 
other allowances m ro*prct of pi«t services 


3 Income of o*hcr persons w licit is incln led in the inoomo 
of an a «es«sec by the Act may also bo regarded rs earned income, 
for example wrfo's incline or a minor child’s income under 
Section 1C (3) 

4 Incomes which are exempt under section 14 (2) or under 
n itification of sceti in GO (vide chapter 11) aro excluded 


Preient rate of earned income allowance 

Tho Finance Act of 191G has rai«od tlio percentage allowance 
of earned income from lOH t> 202 »nd tlio maximum limit of 
allowance from Rs 2,000 t> Its 4,000 I hr 1 malice Act of 1947 and 
1948 ro -affirmed the above pcrcenta-ces Thus llto earned income 
allowance for the year 19 43 4J shall bo calcul itcd on tho above baM» 
Salaries and earned income allowance 

In case of salary earned inoimo allow am es can bo claimed on 
1 Qro«s mcone frim salary i c salary aud all allow anco including P F 
j contribution ancTuitorests thereon Sinco mcimo under salaries is 
assessable at the rate ruling in the accounting year, no earned income 
allowance is admissible for the a««ossrrcnt year 1945.46 (ihit i» on 
account of the income for the yoar ending March 31, 19 lo), as in tho 
accounting yoar ending March, 31, 194 1 there was no provision for 
earned income allowance Simdary for tho assessment year 1940 47 
when income from business, anl oilier sources wluch come under the 
definihon of earned income, shall claim an allowance of iO“4 or 
Rs 4,000 whichever is less, income from claries shall bo given on 
allowance of only 1015 or Rs 2,000 whichever is less, while for 
the assessment year 1947.48 and onward all earned income including 
mcoiao from salary would bo given an allowance of 29U or Rs 4,000 
whichever is less, os the basis of allowance for the asse^ment years 
1947.43, 1948-49 and 1949 50 is the same 


Earned Income allowance in case of profits and gains of 
business 


In cases of business income, ordinarily earne 1 Income allowance 
can be claimed if the profits have been earned by tho persoual exertion 
of the assesaee. But even if tho business, profession or vacation is 
C-rned on through employees or trustee*, earned income relief can 
also be claunod But no relief is admissible on the income which the 
assessoe receives as a beneficiary if the business is earned on under 
trust 

In cases of firms earned income allowance on the firms income is 
only admissible in oaso of a p irtnor wh» is actively engaged in tho 
oonduct of the business In other word-., a dormant or a sleepiua 
partner cannot claim any earned income allowance on his share of 
firm's income A partner in case of firm cm also claim earned income 
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!llu«tr*tio vflMsra A, Uw wife and In* »> «»« *f a ar ,° 

In a o w .. others they rccoivo profits amount ok to 
partnera a respectively, tho cap Ul of A. * 

^.“AsoaSscont ‘.baled k, 1 Uua-.lt. A » » *>™»t 
partner in tho buamo« while his wife » actively m it 

ScuUtetital income of \ and the o\mri uuum* reUf that bo 


can claim 
Solution 


Total Inc v no of A 

A’aown share 
A'n wife s share 
A i minor son a share 


Its 

10,000 

fi.OOO 

•I.QOJ 


Total Income 20,000 

Ltrss Larncd income rol cf 1 ,200 


Taxablo income 


13,800 


Note 

A loing a dormant partner i* not allow od anj earned income 
allowance on li» share and that of hw minor soil Lamed Ineone 
allowance, can l>o daunod only on tho sliaro of h s wifoasshe w 
actively engaged m the business, her slure be ng t liable in tliO 
hands of A 


Interest and Dividends 

Interest from securities as defined under section 8 and explained 
in chapter IX is not regarded as earned income. Hut Interest derived 
from other modes may be included in earned income t g , where 
interest is rece ved by an as cssee in the courso of h.8 money lending 
business or a trade carried on by the a*scssoc, it would bo lactu led 
under earnod incime as it would fall within clause (b) of section 2 
(G\t) which defines earned mcomo On the other hand, nterOst 
on mere investment unconnected with the bislness may not bft 
included under o rned income 


Dividends are taxalde under the hood hncoi io from other 
sources Dividends received ordinarily are not included under earned 
income as even ui case of O 3 Yuill Vs. Commissioner of Taxation, 
tke ehim ol > person w v, wu praohcnll, tha , , , d >t , 
oomi»a,mde»ve ho wW. tun, u, „ a , e , tto ,(1, „ „1 U,|> 
company, to xegytl Ills dividend mnniie „ earned Was rwoltal But 

ICblcnrtVr^W 


Income from other tourers 

Income falling under this head will )v> , 

if it us derived from aifcsi.eesner.^naler^t 1011 ^ ottrno ' 1 ‘ ntwul ° 

remuneration of a j rofessor, rovaltv r , *, ,cna such as examiner s 
Commission etc Larned income nil b0oka » directors fct-» ant 
capital gams. “ cannot bo Uaunod oil 
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I'ersons, entitled to earned income relief 

Individuals, Hindu undivided family, unregistered firm or , other 
association of persons are all entitled to earned income relief on their 
respective incomos. 

As a registered firm or a firm treated as registered under section 
23 (5) (b) is not taxed directly and its profits are taxed in the hands 
of the partners, no earned income relief is admissible to the firm 
but the partners can claim earned income allowance individually on 
their separate incomes provided they are actively engaged in the 
business. 

When a registered firm is assessed under second proviso to 
soction 23 (5) (a) wherein in case of a non-resident partner whose 
share of income m the profits and gains of the firm is determined 
and is payable in the hands of the firm, earned income allowance 
appropriate to the non-residents share of profit will be allowed to 
the firm provided the non-resident partner is actively engaged in the 
business. 

If an unregistered firm is not liable to pay any tax because its 
income is bolow the taxable limit, the appropriate earned income 
allowance in respect of his share of profits of the firm would be 
admissible to any partner who is actively engaged in the business. 

Non-residents 

Under the Income-Tax Law non-residents can also elahn earned 
income allowance on income so earned by their personal exertions as 
the law under section i7 sub-section (5) does nor make any distinction 
between resident and non-resident in 'Lhis matter 

Indian Finance Act and Earned Income Allowance 

Section 15 A of the Indiau Income-Tax Act leaves the question 
of rates at which earned income allowance can be claimed on the 
Annual Finance Act of the Central Legislature, the corresponding 
provisions as laid down m tho Finance Act of 1948 are as under •- — 

1. In making any assessment for the year ending on 31st day 
of March 1948 there shall be deducted from the total income of an 
assessee an amount equal to 1/5 of the earned income but not exceed- 
ing in any case-Iis. 4,000. It is also provided that : — 

(i) no income-tax shall be payable on a total income which, 
before deduction of the allowance, if any, for earned income does 
not exceed Rs. 3,000 ; 

(ii) the income-tax payable shall in no case exceed half the 
amount by which tho total income (before deduction of the said 
allowance, if auy, for earned income) exceeds Rs. 3,000 ; 

(iii) the income-tax payable on the total income as roducod by 
tho allowauco for earnod income shall not exceed either — 

(a) a sum heaving to half tho amount by which total income 
(before deduction of tho allowance for earned income) exceeds 
Rs 3,000 the same proportion as such reduced total income boars to 
the unreduced total income, or 

(b) the income tax payable on the income so reduced at the 
ratus herein specified whichever is less — 
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Xho Indian Finance Act of 1049 has reaffirmed the rata of 
earned income allowance 1 ■- , 1/1 of the i anted income Tho tax 
on Income just exceed m. the eximption limit i c , Ra 0,000 in cvai 
of individuals md j, 000 tu can. of Hindu nnJiv fod family 
will be computed iu tlio same manner as explained above iccirlmg 
to tho Fin nee Vet of if) IS 
Super Tax 

Ho earned mco no relief is granted for ibo calculat on of Super- 
tax which is calculated on total income, at the rales spec tied m tho 
Finance Act, their being separate rates for earned and unearned 
Incomes 

Illustration lt> 

Mr Mazumdar ia v. orktn 0 as hcvl acsjunlant til Birla Cotton 
Mills Ltd. on a monthly salary of Its 500 per ninth Iu addition he 
has received the following incomes 

Income from li s accountancy profession m whica he vV v> 
actively engaged during his extra time Rs 4,000 
Interest from burnt ties 11s ..OQjf 

Share in a firm, of wh ch ho is a dormant p xlner Rs 3,009 
Money lending Interest Rs. 000 

Dividends from Companies Ra 4ai) 

Calculate tho tot l income aud earned income allowance for the 
assessment years 194o-46, 1946 *7, 1947-48, 1948 49 and 1949.50 
Solution— 

Statement of Total Income 


1 Income from Salary G,<)00 

2. Income from Profeision 4,000 

3 Intend from Securities 5,0 Ojf 

4 Share in hnn s profit 3 000 

5 Money lend tin Interest *000 

G. Income from D v lend 450 


Total Rs 11,550 

Earned Income ' ~ 


1 

Income from Salary 

Ra 

G.OOO 

4, 00 
600 

2 

Income from Profc«blon 

3 

Interest from money lending 


lotal Rs 

10,600 

Notes 


— 

1 A's sharo in firms profit is not earned 
dormant p irtner in the firm 

income as 1 


2 l»l«r Cs t l™» money moj , lro 

Earned Income Allowance 
(0 In 194o.,t> as«essment 


is a 
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In case of salary no earned Income allowance is admissible as 
the salary income is taxed at the rates applicable in the accounting 
year when the salary is earned. On the remaining viz.> (10,600 minus 
6,000) Rs. 4,600 an earned income allowance of 1/10, subject to a 
maximum of Rs. 2,000, i. e., Rs. 460 can be claimed. 

(ii) In 1946.47 assessment — 

Earned income allowance for the salary income of Rs. 6,000 
at the rate of 1/10 of the total income with a maximum of Rs. 2,000 
(as salary is taxed at the rates applicable in the accounting year 
when the salary is earned) : Rs. 600 

On Balance of Rs. 4,600, 1/5 of the earned income. Rs. 920 


Total Rs. 1,520 

(iii) In 1947.48, 1948.49 and 1949.50 assessment : — 

On the total earned income at the rate of 1/5 subject to a 
maximum of Rs. 4,000. Rs. 2,120 

Illustration 17 

Z is earning a salary of Rs. 5,000 a year. He is contributing to 
a recognized provident fund a sum of Rs. 500 annually and his 
employer is contributing a similar sum every year. What earned 
income allowance can be claimed by Z. 

Solution 

His income from salary is Rs. 5,000 (which includes his own 
contribution to Provident fund) plus Rs. 500, the contribution of his 
employer i. e. Rs. 5,500. All this income is earned income and 
therefore, earned income allowance on the total of Rs. 5,500 at the 
rate of 1/5 subject to a maximum of Rs, 4,000 can be claimed. There- 
fore, earned income allowance that can be claimed would be Rs 1,100. 

Illustration 18 

If an assesseo’s income for the year ending 31st March 1948 is 
Rs. 3,100, you are required to calculate the total tax payable by him 
supposing the whole of it to be earned income. 

Solution 

According to Finance Act 1948 no tax is payable on incomes 
which do not exceed Rs. 3,000 before deduction of earned income 
allowance. In case of incomes just exceeding Rs. 3.0J0 tax payable 
shall not exceed half the amount by which the total income (before 
deduction of the earned income allowance) exceeds Rs. 3,000. 

On total incomes as reduced by earned income allowance income 
tax shall not exceed either : — ‘ 

(a) a sum bearing to half the amount by which the total income 
(before deduction of the allowance for earned income) exceeds 
Rs. 3,000 the same proportion as such reduced total income bears'to 
the unreduced total income, or 

(b) the income tax payable on the income so reduced at the rates 
specified in the schedule to the Finance Act whichever is less. 

In the above illustration tax calculated on the first basis (viz- (a) 
above) would be Rs. 40 ; while ' on the second basis tax would be 
Rs. 61.4.0 and therefore the income shall be taxed on the first basis 

$ 
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and the assess®® Anil bo required to pay Tte 40’. being loss than 
Rs. 61 4 0 

According to the Finance Act of 1949 no tax Is payable on 
incomes which do not excee 1 Rs 3,0)0 in case of an individual and 
Rs o,QQ0 in ca^o of a Hind i undivided family before deduction of 
earned income allow mce In ca^e of incomes just exceeding Rs 3,000 
or Rs 5 000 tax payable shall not exceed half the amount by which 
the total income .(before doduct on of the earned income allowance) 
exceeds Rs 3,000 or Rs 5,000 as the case may be 

The tax on total Income as reduced by earned income allowance 
will be computed m the m inner as explained above according to the 
Finance Act of 1948 

Thus on Rs 3,100 in case of an individual and Rs. 5,100 in case 
of a Hindu undivided family tax calculated on the above basis would 
be Rs 40 m each case which if calculated on the second basis would 
be Rs 45—15 and Rs 120—15 respectively the income being earnod 
income 
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FOREIGN INCOME 

Income which accrues, arises or is received outside British India 
is termed as Foreign Income. As has been studied in a previous 
chapter certain classes of assessees i. e„ non-residents are not required 
to pay tax on their foreign income, though their such income may be 
included in the ‘total world income’ for determining the rate of tax 
applicable to British Indian income ; while in case of another class i.e , 
residents but not ordinary residents it is not taxable unless it is 
brought into British India or is derived from business controlled in 
British India and that too only the excess over Rs 4,500 ; while in 
case of still another class of assessees t. e., residents and ordinary 
residents, it is taxable even if it is not brought into British India in 
excess of Rs. 4,500. This necessarily leads us to the computation of 
foreign income. 

While computing the foreign income of an assessee, following 
points must be taken into consideration : — 

(a) If any tax or rate is levied or assessed in the country in 
which the foreign income accrues on the basis of such income, then 
it will not be allowed as a deduction from the computation of total 
foreign income. 

(b) Foreign losses should be computed in the same manner as 
profits and gains arising in British India are computed. 

(c) Carrying forward of foreign losses -The status of an 
individual is changeable from year to year as it is determined on the 
basis of residence as defined in Chapter III. As a consequence the 
world income will be taxable in certain years and British Indian in- 
come or some intermediate figure in others. Hence the question arises 
as to how the foreign losses should be carried forward. In a year 
where foreign business profits are taxable, the foreign losses are also 
entitled to be set off and carried forward to the next year. But if in 
the next year the assessee becomes non-resident, the foreign business 
losses carried forward from the previous year cannot be set off against 
British Indian Business Profits since the foreign source is not taxable 
in that year. The loss should be set off against profits accruing or 
arising outside British India within six years following that year. 
Consequently foreign losses can be set off only against foreign 
income accruing or arising from same business, profession or 
vocation. 

Basis o{ taxation ol foreign income— Sec. 4. 

(a) Resident and ordinary resident. Income which accrues or 
arises or received outside British India is taxable in the hands of an 
assessee who is resident and ordinary resident subject to an 
allowance of Rs. 4,500/-. In other words, if it is brought into British 
India in the year of accrual it is taxable in full, if it is unremitted, 
all sums in excess of Rs.- 4,500 are taxable. But later on if in 
subsequent years the unremitted foreign income is brought into 
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British India, it shall be excluded from the computation, provided 
it ha 3 been taxed in the year of accrual if , so much 
only a 3 w&am excess of Rs 4 500 and has, therefore been taxed, 
shall now be excluded For example if In the fiscal yoar ending 
31st March 19*5, an assessee « income accruing outside British India 
wa 3 Rs 2,500 which was brought into British India ou 17th March 
1946 In computing his return of income for the year ending 3 st 
March 191a i e for the assessment yoar 1945.46 this sum of Rs 2,503 
WiU he excluded as it is less than lts 4,500 but it shall bo included 
in the return of income for the year ending 31st March 1946 » e 
1<“46 47 On the other hand if such foreign income of the assesses 
is Rs 7,500 thenRs 3,000 w 01 bo taxed in the year of accrual (<. c. 
Rs 7,500 minus Rs 4,500) I c ml 45.46, while IK 4,500 shall be 
included in the return of income of the year in which it is brought 
into British India I e 1946 47 


lb) Residsnt but not ordinary resident If the assesseo is 
'resident but not ordinary res dent* the inconio is excluded from the 
computation of total mcomo unless it is derived from business con 
trolled in or profession or vocation set up m India including Indian 
blat os and would be taxablo if it is brought into British India in tho 
year of its accrual or in any subsequent year 

Nan. resident If the assessee vs a ‘ non .resident (the income is 
mcludedm his total world incomo for determ unng the rate of tax 
applicable to his total British Indian income If the inoome is brought 
m British India in the yoar of accrual or in any subsequent year it 
should bo excluded from the computation of total income liable to tax 
in British India. 


Indian Stats Income— Sec. 14 (2) (c) 

As we have seen in Chapter II wherein wo have dealt with the 
exemptions, income which accrues arises, or is received in an Indian 
State is included in the total inoomo of the assesseo, if he is a resi- 
dent and ordinary resident, for determining the rate of tax apph- 
cabletootner taxable income, but exempted from taxation unless 
it is brought into British India 3 his exemption has no forco m 
case of non-resident, since he U liable to pay tax only on Indian 
income on the basis of 'total world income* which includes stato 
incomo as well In case of resident but not ordinary resident it 
would apply only to the income derived from a business controlled 
Irom or profession or vocation set np in British India. In other 
words the «empUon is applicable where the income but for the 
would be included in the total income. The exemption 
does not, however, affect the deduction of Its 4,500, under the third 
other^imm« C i ^« 4 ^ which wdl be allowed so as to secure that any 
SthOTM^W g H IU, "S 8 without British India, which would 
chargeable, is first absorbed In order words in con- 
w n g «* <> 500 of the unremitted foreS income, 

Kt 8 iPtwi “1“ lBd «a State income shall be considered 

ST. 19 no *«**» meome then the full allowance of 

Rs 4,500, shall be given out of Uuremittcd State income alone 
State Income, It subsequently brought Into British India 


’ ‘UCiuaed in the ‘total income for determining 
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the average rate of income tax and super tax chargeable on the 
remaining income in case of an ordinary resident. But if such an 
Indian State income, which has already been once taken into 
account for rate purposes, is brought or received into British India 
in any subsequent year, such an income shall not be taken into 
account for rate purposes so long as it does not exceed the amount 
of British Indian income of that year, but if it exceeds the British 
Indian income of that year, then the British Indian income of that 
year shall also be taxed at the rates applicable to such income which 
is so brought into British India, as if such an income represented the 
total income of an assesses. 

In other words, in the year of remittance, the ao remitted State 
income as well as his other taxable income shall pay tax at the aver, 
age rate of income tax or super .tax applicable to either (i) the state 
income so brought into India, as if it forms the total income or (ii) the 
total income as reduced by the State income so brought into British 
India as if such reduced income is the total income, whichever is 
greater. < 

Illustration 19 

For the year ending March 31, 1949, A has the following 
incomes : — 

1. British Indian Income Rs. 10,000. 

2. Income accruing outside British India Rs. 20 0u0 (which 
includes income accruing in an Indian State amounting to Rs. lf',000 
and from business controlled in British India amounting to Rs. 5.000). 

Find out the taxable income as well as the average rate of tax 
if the assessee is (i) nomresident, (ii) not ordinary resident and (iii) 
ordinary resident 
Solution 

(i) As rt Non-resident — 

1. British Indian Income Rs. 10,000. 

He would pay tax on Rs. 10,000 only at an average rate of tax 
applicable to his total world income, whioh is (Rs. 10,000 plus 
Rs. 20,000) Rs. 30,000 viz. at 41’55 pies per rupee which amounts 
to Rs. 2164.1. 

(ii) Hot-ordinary resident — 

Rs. 

1. British Indian Income ... 10,000 

2. Unremitted foreign income from 
business controlled in British 

. India in excess of Rs. 4,500 ... 500 

Total Rs. ... 10,500 . 

He would pay tax on Rs. 10,500 at ordinary rates applicable to 
it, which amounts to Rs. 823.7-0. 

0 ii) Ordinary Resident — 


1. British Indian Income 


Rs. 

... 10,000 
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2. Unremitted foreign income excluding 

Indian State Income in excess of 

Rs 4,500 

3, Indian State Income 

5,500 

10,000 

Total 

23,500 

Less Exempted Indian fatato Income 

10.000 

Taxable Income hs ••• 

15,500 

He would pay tax on B* 15,00 at the average rate applt- 
cable to Rs. 25,500 « 5 . at 38 31 pies per rupeo, wh-ch amounts to 
Rs 3093.5 7 l 


lllmtratioa 20 

Reference to the above illustration, if A. makes an income of 
Ks 10,000 m Bnt sh India in addition t > hi3 foreign income which is 
said to be Ho 20,000 of which Rs. 10,00u accrue in an Indian fatale 
and Ks. ,5000 from business controlled m British India and you are 
told that out of his previous year's state inoome Rs 3/000 have been 
received m British India this year 

‘wa'iCuisXe S.’nt, Ysn&j'ie vntwnw vnh Vsx Vft '.Ve <-'&&> t/L ^ 
resident, (n) not ordinary resident, (m) ordinary resident 
Solution 

(i) Non-rerident— 

Ho would pay tax only on British Indian Inoome which is 
Ks. 10,0 0 as the remitted foreign income shall be excluded from the 
computation of total income in his case 

Tax payable shall be computed on the basis of total world income 
vis. fs 30,000 whioh shall be the same as ui first illustration. 


(a) Not ordinary resident - - 

1. British Indian Income 

2. Remitted Foreign Income. ... 

3. Unremittcd foreign income from 
businesses controlled m India in 

excess of Rs. 4*1000. ... 


Fs. 

10,000 

6,000 


500 


Total Rs. 18,St 0 


, tjo would pay tax on Rs 18,500 at the ordinary rates appkoa. 
bte to his total income, which amounts to Rs 2742-3-0. 

(ui) Ordinary Resident— 


Rs 

British Indian Inoome .. 

Remitted Foreign Income of an Indian 
state which has been taken in account 
in the previous year for rate purposes ... 8,000 
U nr emitted foreign Income in excess 
of Rs 4500 


5, 00 
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4. Indian State Income (Unremitted) .. 10,000 


Total Ks. 33,500 

Less exempted Indian State Income Rs. 1^,000 

Taxable income Rs. 23,5000'* 

In such a case tax on the taxable income which includes the 
remitted state income once taken into account for rate purposes shall 
he calculated either (i) with reference to his so remitted state income 
or (it) to his total income minus so remitted state income, whichever 
is greater. His so remitted state income being Rs. bOO and his total 
income excluding so remitted state income being Rs. 25,500 
(Rs. 33,50.1— Rs. 8,000), he will pay tax on Rs. 23,300 at the average 
rate applicable to Rs. 25,500, which is 38*31 pies per rupee, and as 
such tax amounts to Rs. 4639.14.9 

Illustration 21 

What difference would it make if the State Income which is 
once being taken into account for rate purposes now remitted amounts 
to Rs. 60,000, if other things being the same as in above illustration *? 

Solution 

(i) Not.ordinar^ resident— 

On the basis of the above illustration, if the remitted foreign 
income amounts to Rs. 60,000, his total income would amount 
to Rs. 70,500 and and as such he will be required to pay tax on this 
income at the ordinary rates applicable to this income, which will 
amount to Rs. 19148.7 

(ii) Ordinary resident — 

In this case the total income will amount to Rs. 85,500 and the 
taxable income will be Rs. 75.500. 

As in this case so remitted state income is greater than the total 
income minus so remitted state income, therefore, tax on the taxable 
income would be payable at the average rate applicable to Rs.60,000 
which is 50*795 pies per rupee and as such the tax will amount to 
Rs. 19965.3.4. 

Illustration 22 

For the year ending March 3 1 , 1 -149 A has the following income: — 

(a) British Indian income ’ ,000 

(b) Income accruing in an Indian State 10,000 

(c) Income acoruing in an Indian state received this year 
(having already taken into consideration for rate purposes 8,000 in 
the previous year. 

Calculate the taxable income assuming that the assesses is au 
ordinary resident and also indicate the rate at which he will be liable 
. to tax. 

Solution 

Statement ot A's Total Income 

- Rs. 

{$) British Indian, income --- 5,000 
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{M Unremitlod Indian State 
income m excess of Bs. 4,*00 
(c) State income received (already 
taken into account in previous 
year for rate purposes) 


Total Income 18,000 

Loss exempted Indian state income 5,500 


mm-mm r/, ftiStSK - r “ l " < ™ l ‘“ bl “ to Bs - 

Note 

of B, l l ™ SUiLJ °“ oU ‘“ fo™«n Income, the statutory allowance 
of Its- 4 500 has been allowed out of uaromitted Indian state Inoome. 

was ones tltm ’i 0 , 00 ”” “d" 4 * 0 * “>» remitted state booms which 
SJt mto consideration for rata purposes being greater 

Ss™*"“baival ““ “ l “ < h = taxable income of to 

Illustration 23 

A has tbs following income for the ,oar andrng March 31st, 19« 

(a) British Indian Income H| 3 00*0 

(l) Inoome accruing ,n Egypt (unremtttcd) ” "003 

Id) rZTJT,^ “ Ja ‘ pur * Ul ' <“«”httad) 10,000 


resident and°aUo mdtcaL th0 0 borne an ordinal 

pay tax. aUs the rate at which he will be liable t 


Statement ol Vs Total income 


(a) British Indian income 

01 ^s'afSSoSaSL^r ««• in 
on ntcomsac^l^, 2 ^ «Bow.d 

W taSta.SJ^SS£^« too coasidera". 

purposes m the previous year) 


Total Inoome 

Less exempted state income 


foreign income 
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A would pay tax on Rs. 18,000 at tlie rate applicable to Rs. 15,000 
i.e, 231 pies per rupee. 

Note— 

1. Unremitted foreign income being Rs. 2,000, to make the 
total statutory allowance of Rs. 4,500, the remaining Rs, 2,500 has 
been allowed out of unremitted Indian state income. 

2. Remitted state income which has once been taken into 
consideration for rate purposes being greater than the total income 
minus such remitted state income, the assessee is liable to pay tax on 
his taxable income of Rs. 18,000 at the average rate of tax applicable 
to such remitted state income i.e. Rs. 15,000. 

N.B. In above calculations the question of earned income and 
super.tax has been ignored. 

Losses in Indian State 

If an assessee sustains a loss of profits or gains within an Indian 
state such loss cannot be set off except against profits or gains 
accruing or arising within an Indian State and exempt from tax 
under the provisions of the Act. Such loss can only be carried for, 
ward to be set off against profits and gains accruing or arising in 
Indian State from the same business, profession or vocation, provided 
such a profit out of which the loss can be set off is exempted from 
tax under the same provisions. 

A loss sustained in an Indian State can also be set off against 
the profits accruing or arising in another Indian State in t he same 
assessment, where such profits are not remitted in British India. 



CHAPTER VIII 

COMPUTATION OF INCOME— 1 
Salary aad wages 

In order lo find out assossiblo income, it 13 noeessary to coM^er 
the various sources of income and also the various ded 
are allowable under each of thorn. 

Under Section G of the Act the folio * mg heads of incomes aro 
chargeable to taxation - — 

1, Salaries including wag 03, pension, annuity, gratuity etc. 

2. Interest on Securities. 

3 Income from I roporty. 

4 I noomo or prof - 1 from business, profession or vocation. 

5 Other Sources. 

6 Capital Gains. 

Salaries— Section 7 

Under the Indian Income-Tax Amoudment Act, as recommended 
by the Income Tax Enquiry Cbmrolttee, salaries have been made 
assessable as soon as the same become due whether received in that 
year or not. Under Income Tax Act 1922, sa’ary became liable only 
on or after the dato when it Was pa d. The word ‘due’ refers to tho 
date, on which the remuneration becomos payable and has no refer, 
cnco to the period for which it is earned For instance salaries 
earned by Government or SoinuGovcrnmcnt employees for any month 
becomo payable on the first day of tho month following e g , salary for 
tho month of March '47 is duo in April ’47 and is liable to tax in tho 

assessment year 1947.48. Any re 

increment payable to an employee 




remuneration mart 1» determined w ,tU reference to the relevant 
E 3 th ® “ lltraot o{ service or tho rules and conditions 
m 1 m! CaR0 of a d,recfcor > ‘ho Articles Of company 
liters ta'x.lbm.l,. A, SCT m„„l „f all, « «»a » 

t very hard “ some cases but the Governmont 
ovidont from shall be taken m the matter which is 

Su J Grigg ^ eltraCt from th0 Assembly Speech of 

bankrupt orbcciu^nthn 0S ^ er because employor beoomos 

"jr™ objection to paying the 
■" payable. Income which w payable^ ^ut ' V | U .° h W!VS or ‘S lnft,ly 

circumstance whatsoever „ 1)1,1 LS ultimately not paid in any 

uaesoover 13 not momio and cannot bo niessod. In 
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other cases also where s dary ha 3 uot been paid, arrangement will be 
made to hold over the collection of tax if it can be shown that th < 
assesses or recap ient is in dilficulties and cannot pay tax in conse- 
quence of non-payment of salaries.” 

To treat the matter leniently though salary is assessable on due 
basis the actual collection of lax is postponed till he has received the 
remuneration. Salary taxed in earlier years on accrual basis cannot 
be taxed second time on receipt basis when received in a latter year. 
If accrual basis has been adopted in assessment and collection of tax 
is postponed till the remuneration is actually received it would nol 
be open to Income Tax Authorities to change the basis afterwards and 
tax the salary on the receipt basis instead of accrual basis. 

leaning ol Salary 

Income from salary includes income from salary, wages, annual 
payment or annuity, pension, gratuity, fees, commiss ion, an d, perquisi -- 
tes e g., place of residence free "of ren t but perquisites wh ich are not 
convertible into money e.g., free medidiT advice, free conveyance for 
other than office duties! free board, fieo uniforms, are not perquisites. 
It also includ es profits due to the employee in addition to his salary. 
Rent free~resrd 0 irce— forms~'part''nf~perquisile3 of an emplbyeejme 
money value of which is computed under departmental instructions at 
not more than 10 per cent of his salary. 

In other words, the following benefits received by an employee 
from the employer are included under the head salary : — 

1. Bonus, gratuity, annuity, pension, fees, commission, or profit 
in lieu of or in addition to salary. 

But fees paid to the pleaders is not salary but professional 
income. Similarly, annuities payable by any one other than 
employer is assessable as income from other sources and not salary. 
Pension is a compensation for past services and is usually paid 
periodically and therefore taxable under this head. But commuted 
value of pensions is not taxable. 

2. House Rent allowance or the value of -rent free quarter 

provided by the employer not exceeding 10 % of the salary of the 
employee. — — — — — 

3. Any advance received by the employee by way of loan or 
otherwise against his salary. Such advance will now be deemed to be 
salary due_on the _date_when such advance is received. It must be 
distinguished from other advances such as house building advances 
which are of the nature of loan. 

But where there is a hardship owing to the advance being very 
large so that more than one year’s income would otherwise be includ ed 
, ( the as sessee would be entitled to relief under section 60 (2) of the Act, 

•' wluch~'now provides that an assessee cannot be taxed on more than 
one year’s salary. 

4. Any payment due to or received by an assessee from an 
employer or former employer as a remuneration for pastservices. 
But if a payment is made solely as compensation for loss of employ, 
ment and not by Way of past services, it is not taxable. 

5. A payment received by an employee from an unrecognized 
provident fund or other fund except to the extent it consists of the 
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roturnof the employee's own contribution and interest thereon, will be 
considered ui lie u of salary and assessed as Mich. Even U payment* 
from unroco^nued provident fund are mono beforo tho termination of 
employment, it is also taxable under this head (Amendment Act 1241). 
But If the assesseo can prove that tho payment under this hoad is 
raada solely for loss of employment and not by way of remuneration 
for past services it wdl not be taxable. 

ft must be remembered, however, that salary chargeable under 
this head is the salary paid by tho Government, a Local Authority a 
Company, any other Public Body, or Association or any Private 
employer. Tb&rttore, salary or peailon paid bj a foreign Govern- 
ment or an Indian State la not chargeable under this section but 
under Income from other sources. Thus, all servants of tho 
Government or of local authority are liable to pay tax on their salary, 
if they are employed in any part of India, irrespective of their 
nationality. Leave salary payable outside British India in respect of 
services rendered within British India is also habio to tax under this 
head Similarly, sterling overseas pay which la payable outside 
India in respect of services rendered inv British India is habio to 
British Indian Inoomo Tax. (The rato of exchange boing Is. Cd ) 


Pensions 

As noted above pensions paid to employees after rctiromont 
aro taxed under the head salary. But lump sum receipts in coinmuta. 
tion of pensions aro not taxable. 

If a salary as well as pension are both commutod and tho 
commutation, for both is sop arable, tho commutation for salary shall 
be taxable but the commutation for pension shall bo exempted. On 
the other hand, if both these commutations are inseparable the whole 
is taxable (Court of Appeal ig33 I. T. R ) 

Pension payable in an Indian State is liable to pay British Indian 
Inoomo Tax under the head salaries if pensiou is earned in British 
India. But if me pension be payable outside India (in terms of a 
contract executed outside British India) it should be deemed to accrue 

income arising in British India. 5 rate app ^ tca ' ) ^ 6 1113 total 

Pens ion p ayabl e outside British India b> «... , 

servantawBerTeav gTn^ar ~T%rnragenr~~~^ii Governm ent 

SSrS<5rw^l'Z«i SStffio “ :s 

t^toULasotW-incarne. ^ exc)u< “^ fron ‘ tho ^o mpufat ion of 

WAuwancea and deduction 

.tolly m'q tot. moumd 
or employment are not hX P®«onnanceof the duties of an office 
oa a similarly oorrBsno a j m _ ° taxation. This ia a provision based 

* ,ot ' rp " w to Uu ’ — JS 
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givottjfor expo uses other than thoso incurred in tho eourso of 

o mplo ymont e.g. t oxpensos ot travelli ng b etween the asscsseo‘s rosl. 
deiifi o and his place of business w illliot be "allowed, howev er necessar y 
that exp ense may lie. Whether house rout aiiowanco or value of rout 
free 'quarters Tsoxempted under this head or not is a question of fact 
depending on the oircumstances in each case. But handling charges 
grauted to Station Masters or Post Masters are not liable to taxation 
as they are intended to cover certain expenses that these employees 
are required to incur as such. 

For example, an officer is allowed salary plus sumptuary 
allowance and a rent free residence where in his duties ho is to 
entertain his employer’s guests. Salary and house rent are taxable, 
.but sumptuary allowance is exempted, as it represents a special 
allowance specifically granted to meet expenses wholly and noces. 
sarily incurred in tho performance of his duties, under section 4 (3) 
(vi). ( Patna IX I. T., C- P-) 

2. Any payment from a provident fund to which Provident 
Fund Act of 1925 applies or any payment from a recognised provi- 
dent fund. 

3. Insurance premium and any sum deducted for deferred 
annuity as already referred under the heading ‘Partial exemptions’ 
Chapter II. 

4. Any capital sum received in commutat ion of tho whole or 

a part of pension or i n' tWe~naturo ot c onsoirdatecTCompensation lor 
death olvJniixrbesIfogllan y nayment from insurance policy, or ~th e 
accumulated bala nce at j lie credit of a subscriber tcTanv sucn pro, 
videndrftmd- 

Deduction ol tax at source Sec. 18 (s) 

Any person responsible for paying salaries shall at the time of 
payment deduct income-tax and super tax on tho amount at tho 
average rate applicable to the estimated total annual income of the 
assessee under this head. The employer, however, has the power to 
increase or reduce the amount to be deducted in making adjustments 
' of excess or deficiency arising out of any previous deduction or 
failure to deduct. Tax must be deducted even when the salary is 
payable outside British India if it is earned in British India The 
value of such salary in rupees is to be calculated at the prescribed 
rate of exchange i. e., Is. 6d. per rupee. Where salary is payable to 
a Non-resident, income tax must be deducted at the maximum rate and 
super-tax at average rate applicable to the estimated total annual 
world income of the assessee under this head. 

Though salary is assessable on accrual basis, the liability to 
deduct tax at source arises only when the remuneration is actually 
paid. Moreovor, when tax is deducted at source, the assessee 
cannot b’o called upon to pay tax unless he has received the salary 
without deduction. 

Responsibility of the employer 

1. Tho person responsible for making tho deduction shall pay 
the amount of tax deducted to the credit of tho Contral Government 
within one week from tho date of such deduction. 

2. Within 30 days from the 31st March in each year, every 
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otnpVww will send a Return of hU employees in the proscribod form 
(under liulo 17) to Uio Income Tax Officer, giving U»o XoUowtnf, 
information 

(a) Th» name and address of every person who was recomnjj 
on said 31*t March, or received during the year ending on that date, 
any income chargeable under the head "Salaties’' of such amounts as 
may be prescribed under Rule 16 (at present Its. 1,000). 

(b) The amount of tho income so received or duo by wuh pCr-^u 
and tho time when the same was paid or was duo 

(c) The amount deducted tn rospect of Income-Tax and Super.Tax 
from the income of such person. 

If a person fails to deduct or after deduction fails to pay the tax 
to tho Government within a week from tho dato of such deduction ho 
shall be deemed to bo an assesseo in default m. ro«pect of tho tax. 
But no penalty can bo recovered from him unless such poraun has 
wilfully failed to deduct tho tax 

Illustration 2.4 

Mr. Mad an Gopal is an omployoo of Messrs Berry Bros. Ltd 
on a monthly salary of Its. 500. He is also allowed a commission of 
10% on tho net profits of the company and a house allowance of 
Its 100 per month. If tho company's profits for tho year amount to 
Its. 1,50,000 calculate the taxable income of Mr. Mad an Gopal and the 
amount of tax deductable the xeirom every month in tho previous year 
.. 1918.49. 

Solution 



> Its. 

Its. 

Salary 

... ecoo 


House allowance 

1200 


10 % of net profits 

15000 


Total 


22,200 

6 

I 

| 

I 

3 

allowance 

, 4,000 

Taxable income . 


. 18,200 

.Total. tax payable 


Its. 2,937.8 


2,937—8 

» 18355“ ^ *? 9 ^ l ° a . por IU£K50 ' •» 

Monthly tax deductable Its. 2 14,12.0 (Its. 2937.8-12) 
n. B. Lama! income allowance can bo claimed to tho extent of 1 
o{ earned income, not exceeding Ss. 4000. In this case 4 of carnal 
income being (4 of 22200J Its. 4440, Earned uteomo relief t? the extent 
of Ks, 4000 can only be claimed * 

Illustration 25 

„ »£bi sai J employee of* Bharat Stores Ltd. on a monthly salary .if 
Its. 1,000 and a commission of 3% on the not profits. In Jdditioa* ho 
u given a car allowance of Its. 100/.por month and is provided a free 
house of an annual rental value of Its. 1,200. * U l 
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employer will send a Kotura of his employees in Hie prescribed form 
(under Rule 17) to tlie Income lax Officer Living the -follow Inc 
information — 

(a) The name and address of overy person who was rocomng 
on sa d 31st March, or received during the year ending on that date, 
any income chargeable under the head * Salaries** of such amounts as 
may be prescribed under Rule 16 (at present Rs 1 COO) 

(b) The amount of the income so received or due by s i li person 
and the time when the sa ne was paid or was duo 

(c) The amount deducted in rc«peci of in ome Tax and Super Tax 
from tho income of such person 

If a person fails to deduct or after deduction foils to pay the tax 
to the Government within a week from the date of such deduction he 
shall be deemed to bo an assessee in default in rospcct of the tax 
But no penalty can be recovered from hun unless such person has 
wilfully faded to deduct tho tax 
Illustration 24 

Mr Madan Gopal is an oraplojeo of Messrs Berry Bros Ltd 
on a monthly salary of Us 500 He is also allowod a commission of 
10% on the net profits of tho company and a house allowance of 
Rs 100 per month. If the company s profits for tho year amount to 
Us 1,50,000 calculate the taxable Income of Mr Madan Gopal and the 
amount of tax deductablo the refrorn every taonth in the previous year 
1948-49 


Solution 


Salary 

House allowance 
10% of net profits 


Rs 

6000 

1200 

15000 


Total 

Le«s earned income allowance 


Taxable u 


Rs 


22,200 
4 000 

18200 


Total tax payable Rs 2 937 8 

Average Tate of tax 

2 937—8 

* 18 ,200 " 3 "99 P*es per rupee 
Monthly tax deductable Rs 2 14.12 0 (Its **937.8-12) 

, " B Earned income allowance can be clamed to the extent of 1 

of earned income, not exceed ng Rs.4000 Inih s case t of ear ned 
income being (J of 22’00) Rs 4 HO, Earned mcomo relief to the 
of Rs 4000 can only be claimed • * tUe Gxtoat 

Illustration 25 ^ \ 

employee of Bharat Stores Ltd on & month! v 
Rs. 1,000 and a commission of 3% on the net profits. In Li i?* 
kCiw .or It, looker month Si fa „7^V, 1 "f 

Iwuso of an annual rental value of R* 1,200 proT 1 % freo 
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He is an ex . employ eo of an Indian state from where lie is getting 
a pension of Its. 500 por month. On 31st December he was retrenched 
and was paid by the employers Its. 5,200 from an unrecognized 
provident fund to which he was participating since tho beginning of 
his apointment and to which lits contributions and interest thereon 
amounted to Its. 3,900. On February 1, he secured another appoint- 
ment carrying a salary of Its. 150 per month. 

Find out his taxable income from salary, total income and earned 
income allowance for assessment year 1947-48 assuming tho not profits 
of tho company during tho period he was in sorvice to bo Rs. 3,0,000. 
Sohttio n 

Rs. Rs. 

1. Income from Salary 

For ten months @ Rs. 1,000 10,000 

For ono month @ Rs. 1,50 150 

Car allowance for ten 

months © Rs. 100 1,000 

Amount received from unrecog- 
nized Providont Fund Rs. 5,200 

Less his own contribution and 

intero t thereon Rs. 3,900 1,300 

s - 

Commission on net profit - 900 

Value of Rent, froo quarter for ton 

months only 1,000 14,3a0 

2. Income from othor sources — ^ * 6,000 

Total .Income 20,350 

Loss earned income reliof 
1/5 of tho total income with a maximum 
or R s . 4,000 ' , 4,000 

.Taxable incomo 16,350 

Provident Funds 

A. salaried employoo may be a member to a providont fund which 
may bo of any of the three classes ’ — 

1. Provident Fund to which the Indian Provident Fund 
of Act 1925 applies 

Such funds are maintained I by Railway Companies, "Local 
Authorities, Universities etc. A person Who is "a member to such a 
provident fund is ontitlod to the undermentioned privileges : — 

1. While calculating his salary incomo' only his own contribution 
to such a fund are included in his salary and employer’s contribution 
and all interest thoreon are ignored. 

2, Empolyee’s own contribution -to such a provident fund 

together with life insurance premium is exempted from income tax 
(but not from super tax) up to 1/6 of the total income or Rs. 6,000 
which ever is Io«s. ; . 

3- Accumulated halanoo of tho Provident Fund at the credit of 
the subscriber when roceivod is not laxablo and is not to bo included 
in his total incomo. 



I> COHE.T tX LAV, &. ACCOUNTS 


2 Recojmaed Fond* v 

(a) Beeognlsed ProTldenl Fnsi— S-.c, 53, 5i A, B, C. O, 
m Recognition—' The commissioner of Income Tax may 
recognize a Provident fund if he is satisfied that the rules of sucU 
fun^ comply with aU the provisions of section 58C and rules male 
thereunder, of the Income Tax Act The main conditions laid down 
under section 58C, to which such provident fund mnst conform may 
bo summarized as below — 

(i) that the funds should be vested into ono or moro trustees or 
under an irrevocable trust, 

(il) that the employer shall not be entitled to recover any sum 
whatsoever from the fond except where the employee is dismissed 
for misconduet or voluntarily leaves the employment without aDy 
reason. 

(ill) that in any ca«o -such recovery shah bo limited to contri- 
bution made by tho employer himself and the intercut in respect of 
euch. contributions or accumulations thereof 

(n) that the subscription of the employee and/the contribution 
of the employer shall be regular and not casual. 

(v) that the employer’s contribution shall not exceed tho 
employee s subscription a' a rule unless it is bo permitted by the 
commissioner in ca»e of employees who=e salary does not exceed 
Rs 5000 

(til that the employee 'hall be employed in India or tho principal 
place of business of the employor shall be in British India, 

(ui)) that the fund «hall consists of the contribution of the 
employee and employer and donations recoived\by the tru tecs or 
accumulations thereof and of interest simple or compound in respect 
of such donation and accumulations or contribution and securities 
purcha'ed therewith and of any capital gam arising from tho sale, 
exchange or transfer of the capital assets of tho funds and no 
other sums 

The applications for the ro ognitiop of the fund should bo sub 
nutted to the Income Tax Officer of the area in which the accounts 
ate kept and contain tho following particulars — 

(o} Name of the employer, his address and occupation 
fbl dumber of employees ♦mb-cribing to tho fund (i) m British 
Ind a, (it) Indian State , (i») ouhide India 

(c) Place where tho accounts of the funds are kept 
If tho fund is already m existence tho details of tho fund's 
investments and ite last Balance Sheet should also be eont 

The application for tlie recognition of the fund must accompany 
the trust deed together w,th one copy thereof to be retained by the 
Commissioner and the rules of the fund 

The recognition once granted may aho be withdrawn if the 
turn! contravenes with any of the conditions specified The Commit 
sioner * order relating to the funis recognition or wiUrirawal Is 
dataofsnch^rder Ce, ' i!ral 05 Revenue within CO days ot tho 
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(B) Privileges 

(»') Employer’s contribution in such a fund and interest thereon 
are included in the statutry total income of the employee. 

(if) Contributions of the employee and employer both are 
exempt from income-tax though not from super-tax upto 1/6 of the 
salary or Rs. 6,000 whichever is less. 

Salary for this purpose means the regular payment received by 
the employee only and not any extras that are included in the defini- 
tion of the salary under section 7 of the Act, such as the value of 
rent free house, allowances, bonus etc. 

(iii) Insurance premium plus the provident fund contribution 
both of the employer and employee are exempted upto a limit of 
1/6 of the total income or Rs. 6,000 whichever is less. (Total income 
for this purpose means total income exclusive, of employer’s contri- 
bution and interest on Provident Fund.) 

(ie) Interest on the accumulated balance of such a fund is 
exempted from Income Tax (not from super tax) to the extent that 
it does not exceed 1/3 of the amount of annual salary and at a rate 
not exceeding the prescribed rate i.e. 6% per annum. 

(v) Accumulated balance received by the employee on death or 
on retirement iB both exempted from income tax and super-tax. 

(b) Super-Animation Fond 

A super-animation fund may by approved by the Central Board 
of Revenue if complies with the following conditions under 
Section 58 B — 

(a) The fund should bo the subject matter of the irrevocable trust 
pertaining to some trade or business in British India. 

(b) The sole object of the fund should be to provide annuities 
for employees payable at the time of their retirement or on a specified 
date. 

(c) the employer must be contributing to such a fund. 

An assessee who is a member of the approved super-annuation 
fund enjoys the following Income Tax concessions : — 

(1) The contributions made by an employee to an approved 
super annuation fund is treated in the same way as a payment of life 
insurance premium under section 15 and therefore, such contributions 
and all other life insurance premiums is exempted from income tax but 
not from super.tax to the extent of 1/6 of his total income or Rs. 6,000 
whichever is less. 

(2) Income earned from the investment of such fund is exempted 
from income-tax. 

(3) Contributions made by the employers to the fund are treated 
as employee’s income and are allowed as a charge against the profit 
of the employer’s business. 

(4) The employee gets relief as regards such contributions to the 
same extent as the contributions to the recognized provident fund. 

(5) Any payment from an approved super-annuation fund made 
on the death of the beneficiary or in lieu of or in commutations on 
the death of the beneficiary or on his leaving the employment is also 
exempted from tax altogether in the hands of the repip ient. 

$' 
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3 Unrecognized Provident Fund 

An as'iessee wlio n a member of an nurecognued provident 
fund r» taxed subject to the following conditions — 

(i) Employees contributions to such a fund are not exempted 
from Income tax 

(u) Employer s contributions at the same time are not consi* 
dered periodically and are, therefore, not liable to tax year after year 
(nt) At the time of retirement or death provident fund accumu. 
lations less employees’ contributions and interest thereon ore taxable 
end are to be included In the salary in the year of receipt 

(iv) Life insurance premiums, paid by a member of an unre- 
cognised provident fund, are, however, entitled to rebate to the 
extent of 1/6 of the total income or Rs. 6 000 whichever is les« 


Exemptions tor Lite losnranee Premiums— Section 15 

Ho tax is payable In respect of any sums paid by an assessee to 
effect an insurance on his life or on the life of the wife or husband of 
the assesses, or in respect of a contract of doferred annuity on the 
life of the assessee or on the life of the wife or husband of the 
assessed But if the assessee is a Hindu undivided family, Incomo-tax 
is not payable m respect of any sums paid to effect insurance on the 
life of any male member of the family or lifo of the Wife of any 
such membor 

Thus, ordinarily Insurances on tho life of a child do not entitle 
an assessee to this concession It must, however, be noted that 
certain kind of insurance which are for the benefit of the child are 
treated as insurances on the We of the assessee under this section. 

Sometimes policies taken by the assessees to provide for lump- 
sum reoeipt for their children, for their marriages, education or other 
similar purposes which are payable on a particular stipulated date 
even though the assessee may die earlier, Buoh kinds of Insurances 
are really insurances on the life of the assessee as they are designed 
to provide for a benefit considerably greater than annual payments 
in the event of the early death of an assessee Consequently, such 
payments are entitled to rebate under this section The guiding 
principle in this connection ought to be that whether or not there 
is a contract dependent on the life of the assessee, if so the payment 
Is entitled to rebate under the provisions of this section 


Contrary to this a Axed term policy where neither the premium 
nor the sum payable Is dependent on the life of the asstSssee shall 
not be regarded as a life policy under this clause The amount of 
the premium that is exempted under this clause on insurance policies 
(other than a contract for deferred annuities) shall not exceed a sum 
equal to the 10% of the actual capital sum assured without taking anv 
account for the benefit by way of bonus ot otherwise 

The total amount of exemptions under this clause on account of 
premiums and on account of provident fund contributions and deduc- 
:L 0n lS . 7 not 6rc ? ed ' as notod ®bove, in case of individuals 1/6 of 
‘n 8 «« tl J a « Rs 6,000 whichever is less and 

m ease of the Hindu undivided family 1/6 of the total income of the 
assessee or Rs 12,000 whichever is less 



Computation of income— I 


59 


It must be noted, however, that no relief is admissible on account 
of premiums paid out of income accruing or arising outside British 
India, where such foreign income is not chargeable to Indian 
Income-Tax. , But in case of residents where foreign income is 
included in the total world income and it is not oossible for the 
assessees to allocate definitely from which inc me, Indian or Foreign 
the premium was paid, the relief will only be proportionate i.e. in the 
same proportion as the Indian Income bears to the Total Income. 
Illustration 26 > 

Mr. X is an employee of National Trading Corporation and is 
drawing a salary of Rs. 450 per month. He is contributing of his 
salary to a provident fund to which his employer is contributing a 
similar amount. He is also provided with a rent free house, the rental 
value of the house is Rs. 400 per annum. He has also received a 
Dearness Allowance of Rs. 25 per month. The amount -of interest 
credited on his fund at 4% per annum is Rs 500 and he has paid 
Rs. 1,200 as life insurance premium. 

Determine his income-tax liability if the provident fund is (i) one 
'to which the Act of 1925 applies or (ii) is recognized or (iii) is 
unrecognized for the assessment year 1949,50. 

Solution 


(i) In case the Act o! 1925 applies 


Income from Salary — 

Salary including D. A. ... 

Rental value of the free quarter ... 

Rs. 

5,700 

400 

Total Income 

Less earned income allowance @ 20% 

6,100 

1,220 


*4,880 

Exempted Income 

Provident Fund 

Life Insurance Premium 

Rs. a. p. 
337—8 — 0 
678—8-0 • 

Total ... 1,016 0 0 

' Tax payable on Rs. 3,864, (4880 — 1016) at the average rate of 

8‘31 pies amounts to Rs. 167.4.8. 

N. B. — Average rate is calculated as follows ■ — 

* Tax on.total income of Rs. 4,880= Rs. 211.4.0 . 

, . , 211.4.0 * 

Average rate of tax 4- ggQ~ ~ ° 31 pies. 

(ii) In Case ot Recognized Fond 

Income from salary 

Salary including D. A. 

Employers contribution to provident Fund 
Interest on provident Fund 

Rental value of free quarter ... ... 

Rs. a. p. 
5,700-0- 0 
337—8—0 
500-0—0 
• 400—0—0 
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Total 

Less earned income allowance © 20* 


_ 6,037—8-0 
... 1.387-8-0 


Taxable income 


5,550—0 — 0 


Exempted Income n 

Provident Fund Contribution ... 675 — 0 — 0 

Insurance premium ... 341—0—0 

Interest on provident Fund 500 — 0—0 

Total ... 1,516—0—0 

Here tax shall be payable on Its. 5.550 and a rebate at the aver- 
age rate shall be allowed on Exempted Income of Rs 1,516. 

H.B.— Only Ri 34t if allowed at exemption for inturancc 
premium because Insurance premium plus ehc proildent fund contnJni 
tion both of the employer and the emplojee arc exempted upto a limit 
of 1/60/ the total income or Ri. 6poo udiicheicr if lew. 

(ui) In case o! unrecognized land 
Inoorae from RaUry— 

Salary incomo including D. A 
Rental value of free quarter 

Total 

Lesis earned incomo alio wane© 


R*. 
... 5,700 
... 400 

... elioo" 
... 1,220 


Taxablo mcome ... 4,880 


Exempted Income 

Insurance premium to the extent of 1/6 
of the total incomo or Rs. 6,000 
whichever is less 

. Here also the tax shall \>e payable o" Us. 4,880 and rebate at the 
'average rate shall be allowed on exempted income of Its 1,016 
Ulustrilion 27 

y is In aerv.ee as a professor In a college getting a salary of 
Rs 295 per month plus Dearness Allowance of Rs. 15 per month. 
His increment of Rs 15 per month becomes due from'lst July 1918 
He is also contributing to a recognized provident fund at a rate of 
10* and his employer is contributing a similar sum. He is also 
provided with a rent free house of a rental value of Rs. 35 per month. 
Interest at 4% per annum on his provident fund account amounts to 
Rs 330. He has paid life Insurance premium amounting to Rs. 6 $0 
Calculate his taxable income from salary as also the amount of the 

exempted mcome. 

Solution 


... 1,016 


Income from salary 1 

Salary for 4 months © Rs. 295 
„ 8 „ @ Rs 310 

DA „ 12 „ © Rs. 15 

Rental value of free quarter 
Employer's contribution, to Ptovsdend Fund 
Interest on Provident Fund 


1,180} 
'2,480j 
180 
SCO- 
366 1 
330 j 
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Total Income 

Less earned income allowance 20% 

v Taxable income 

Lxempted Income 

Interest on Provident Fund 
Provident fund contribution not exceeding 
1/ 6 of the alai y n . i y, tSs f 
Insurance Premium rn r 


... 4,836 
... 967 

... 3,869 


Total ... 1,020 

N. B. Insurance (premium together with provident fund contribu 
tion both of the t employer and employcejs exempted to the extent of 
i/6 of the total income (excluding provident fund contribution and 
interest thereon) or Rs. 6,000 whichever is less . 

Illustration 28 j' 

Z is an employoe in a company on a monthly salary of Rs. 1,200. 
A deduction of is made from his salary for securing a deferred 
annuity for him. He is also residing in a rent free bouse the rental 
value of which is Rs. 75 per month. He pays Rs. 2,200 as life 
insurance premium. Determine his taxable income from salary and 
exempted income. 

Solution 

Income from 8 alary Rs. 

Salary income ’ ... 1 4,400 

Rental value of rent free quarter ... 900 


Total income ... 15,300 • 

Less earned income allowance @ 20 % ... 3,060 

Taxable income ... 12,240 

Exempted Income • 

1. Deferred annuity amount ... fiOO ", 

Insurance premium ... 1,650 

Total ... 2,550 


*T he amount deducted to obtain deferred annuity and amount 
paid as insurance premium together should not exceed if 6 of the total 
income or Rs. 6,000 whichever is less . 

Belle! under section 60 (2) 

Where, by reason of any portion of an assessee’s salary being in 
arrears or by reason of his having received in any financial year 
salary for more than twelve months he is assessed at a rate higher 
than that at which ho would, otherwise, have been assessed, the 
Central .Government may grant him an appropriate relief. In calcu. 
iating relief fo be granted to an assessee in respect of a year any 
advantage gained by him in a previous year in which a part of the 
salary was short paid, will be taken into account. 
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Relief is also admissible when Ike accumulated balance due to 
an assessee participating in an unrecognized provident fund £ 
received by lumm a year, matins bun liable to pay fa* * Ui ®^' 
rate owing to the addition of the assos«able portion of the money 
The relief will be calculated as under — 

ft) The amount received from the unrecognized provident fun 
which represents the employer e contribution and Interest thereon wm 
be treated as separate Income (employee’s own contribution an 
Interest thereon being tgnesed) and the tax will be levied on it » 
the average rate applicable to tho a«sessee’s total Income for the 1* 1 
three yearn preceding the year of the receipt. 

(u) Tax on other Income of the year wiH bo levied at the 
appropriate rate applicable to it 


lUulralKra 2.9 

The secretary of an insurance company, retired from service 
during the year ending 31st M jrch 1917 and drew the following 
amounts — 

Salary including house allowance, bonus ole lls 8,400 
Income tax deducted therefrom Rs 433 12 0 
Provident fund (anrecognL«ed) money standing kj his credit 
Its 20,100 (50% he ng employers contribution and interest thereon) 
which was paid to him without deduction of Income tar 

His net income from house properly amounts to Bs 1,888 
Calculate the amount of tax payable by him for the year 

Also calculate the amount of tax payable by hun If relief under 
section 50 (2) is allowed to hun, assuming the rate of tax applicable 
to his income for assessment years 1943 44, 1944 45, 1945 46 to bo 
12 9 14 3 and 15.1 respectively 
Solution 


Statement or total Income for the assessment ^ear 1947-48 

Income Tax 
Its. deducted 

Income from salary including house allowance 8,400 433 S 

Employer e contribution to unrecognized Provident bund 


and interest thereon 
Income from Property 

Total Income 

Earned income relief on Rs 18^00/ (S, 20% 
Taxable Income 

Tax payable 

Less already deducted 


Average rata of income Tax — 00 

16,688 


10 100 
1,888 



3,700 


16,688 

Rs 

2 465.0 0 

Rs 

43*12.0 

Rs. 

2 031 4 0 

! „ 

836 
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If relief under section 60 (2) is allowed the amount of tax 
payable would be as follows : — 

The average rate of tax for the assessment years 1943.44, 
1944.45, 1945-46 is - *??±**’*± 15 '* «= L4‘l pies 

O 

Income-tax payable on provident fund money i. e. Rs. 8,080 
(10,100 less 20% of earned income) at 141 pies in the rupee will 
amount to Rs. 593-6.0. 

Income-taxfpayable on other incomes (Rs. 10,288 less earned 
income relief on salary income Rs. 1,680} i. e., R s . 8,6l)8 would be 
calculated at the ordinary rates applicable to it, which wi'l amount 
to Rs. 669.12.0. 

Total tax payable Rs. a. p. 

Income Tax on Provident Fund 593 — 6 — 0 

Income Tax on other incomes 66 ’.12 — 0 


Total 

Less tax already deducted at source 


1,263—2—0 

433.12—0 


Amount of tax due 829—6 - 0 ' 


Nde 

Income Tax on salary is charged at the rates applicable to the 
year in which the salary has been earned. Therefore, Income tax 
on salary earned in the previous year 1948.49 will be charged at 
the rates specified in the Finance Act of 1948. 
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INTEREST ON SECURITIES (Sec 8) 


Tax under the head ‘Interest on Securities Is payable by ao 
asse^see In respect of interest recoverable by him on any security 
of the Government of India or the Provinc-al Government, or a 
debentures or other securities of coney issued by hr on behalf oi 
a Local Authority or Company | In other word*, interest psyam® 
on debentures issued by firms, associations, clubs or Individuals » 
not assessable under this head but Is taxed under the head other 
Isourcos Similarly dividends received from the companies on their 
shares held by asses^ees are taxable under the hood 'other sources 
and not under this head •diut dividend received on the shares 
of Reserve Bank of Ind a aro taxable under this head 

Inoome under this head is taxed when received except w ^0re 
it is part of the profits of the business or profession or vocation adopt* 
ins mercantile Bystem of accountancy that income under this head 
would he taxed on accrual basis. 

While computing taxable Income from securities, tho following 
allowances are admissible — 

(o) Interest payable on money borrowed for the purpose of 
investment in tho securities by the os^essee except when interest 
is payable outside British India unless either it is interest on a public 
loan Issued before 1st Aprd 1938 or Incomo tax has been paid in 
respect of it or there is an agent in India from whom such tax can 
be recovered 

(b) Any sum deducted from interest from securities by way 
of commission by a banter realixing such Interest on behalf of the 
assessee i e Bant, s collection charges 

In case the above charges admissible from interest from securities 
exceed the interest on securities such a loss can be eel off from 
Income from other sources 
Tax free Government Securities 


Interest on the securities of the Central Government which are 
issued or declared to be tax free are exempt from Income tax When 
a Provincial Government issues a security as inoome tax free, income, 
tax on interest thereon shall be payable by that Provincial Govern, 
ment But for investors such securities whether issued by the Central 
Government or by Provincial Governments eland on the same footing 
But such interest is included in the computation of total income of 
the awessee for the relative year for the purposes of deciding 
whether wach an assessee is liable to income tax and also for deter, 
mining the rate at which Ms other income is liable to taxation 

T Wmn is'iAsen to puronase taxlfree securities, then interest on 
such lam BhouM be deducted from tax free interest alone and not 
merged with other interest. Bat m case of bank or other concern 
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engaged in business similar to that of a bank which receives deposits 
or loans in the course of its business and invests money, the entire 
interest paid by such a business shall be allowed to be set off against 
its entire income and no attempt should be made to allocate the same 
between that paid on the money borrowed and used in purchasing 
tax-free securities and that borrowed for other securities. But if there 
is definite proof that certain sum was specifically borrowed by a bank 
or similar concern for the purpose of investment in tax .free securities 
has been so invested, the interest on money so borrowed should be set 
off against the interest from tax.fr ee securities and not from other 
income. It is so because interest from investments, including securi- 
ties is regarded as business income in case of banks and other similar 
institutions. ( Bombay ig4i> l. T. R. g5). 

Other assessees (t. c. assessees other than banks and other 
similar business) though are not allowed to set off interest on money 
borrowed for purchasing tax-free securities from other taxable income, 
but interest paid by such assessees on money borrowed for purchasing 
taxable securities can be set off against their income as a whole 
and liable to taxation and not merely against the income from such 
securities or dividends, provided, the money so borrowed is actually 
invested in purchasing securities and there is a clear proof to this 
effect. Mere inference will not be enough in this respect. 

Sale of Securities “Cum Interest” 

Interest on securities does not arise from day to day but on 
certain fixed days and therefore it is to be noted for income-tax 
purposes that the interest on such securities is regarded as the income 
of the owner of securities on the dates on which the interest falls due 
for payment, except in cases where sale is effected with a view to 
save income-tax as in ‘bond washing.’ Thus if securities are 
purchased ‘cum interest’ i. e. the price is expressed as a capital sum 
plus interest computed from the last due to the date of sale date interest 
paid to the vendor is not deductable from the interest actually received 
by the -purchaser on the next due date in assessing the purchaser as 
the entire amount received on account of interest shall be treated as 
his income. Similarly when a security is sold as ‘cum interest’, the 
purchaser drawing the next interest and not the vendor, the vendor 
cannot claim for purposes of assessment that interest should be treated 
as the income and that he should be given credit for the amount of tax 
deducted therefrom. But if an assessee is a dealer in securities, the 
profit from the purchase and sale of securities will be taxable in his 
hands as it will then be income and not capital. 

Deduction of tax at Source— Sec. iS (3) 

Persons responsible for paying income chargeable trader this 
head ‘Interest on securities’ are required to deduct income tax but not 
super.tax at the maximum rate. But interest on Treasury Bills is 
treated as a discount and no income-tax is, therefore, deducted 
therefrom. The income-tax so deducted shall be deemed to be income 
received by the assessee and this shall be treated as a payment of 
income tax on his behalf, the necessary credit being given to him at 
the time of assessment. Thus while computing taxable income under 
this head, the interest is to be grossed up. 

The person deducting income-tax is required to furnish a 
certificate to the recipient of interest to the effect that income-tax has 

9 
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been paid But «f interest is collected by the banker* who hjjjbeg 
given a joint certificate for the whole block of ““ J U .® * will 

from the bank indicating the amount deducted from the interest 

be acceptable to the income-tax officer 

Belaud Ol T*x— If a person receiving interest on 
satisfies the Income Tax Officer that the actual income tax so deducts 
is more than the tax payable by him under the Act ho aha!* be emit 
to a refund of «uch excess tax paid by him on production of Incom - 
Tax Certificate Such a claim of refund of tax must bo made wtuim 
four years of the last date of the financial year in which tho tax w 
deducted 

To avoid refund*, as^esseea whoso income is exempt from tax 

e g certain charitable institutions, or vrhoso income being below 
R« 3,000 is not chargeable to tax or whoso incomes are chargeable 
at a lower rate, may apply to the Income Tax Officer for a certificate . 
authorizing tho person paying the interest to make no deduction ot 
tax at ~ll or to deduct at a specified lower rato than the maximum T»te 
becnrliles held bj Indian States or Boling Princes and Chltls 

As Indian State Is not assessable to income-taxor super-tax 
unless it carries on trade or business, Interest on securities hold by 
Indian State is, therefore, not taxable But this exemption doe3 not 
apply to interest on securities he’d by Btate Bank wluch is a separate 
entity by itself Interest on Government securities held by Ruling 
Princes or Chiefs as their individual properties, not as the property of 
the State, is taxable under the Law but It has been exempted under 
section 60 of the Act It is, therefore, not necossary in their case 
that any tax should be deducted from the interest paid but the rulers 
are required to obtain exemption certificates from the Income Tax 
Officer through their Political Agent or Resident of the Btate 
Illustration 30 

A person holds the following securities in the year 1948 ended 
3Lt December — 

(o) Rs. 27,300 3% Government Loan 

(b) Rs 18,000 61% Calcutta Port Trust Loan 

(c) Rs 32,000 6% Bombay Municipal Loans 

i> oA^P UTC *'?, 3ine fke Bombay Municipal Loans he took a loan of 
its 20,000 at 4J% from his bankers His bankers charged Rs C, as 
commission for collecting the interest on securities 
♦a v ~ 1113 total income from securities and tax to be refunded 

o mm u be has no other income from any other source 
Solution 


Income from securities — ^ 

J* 2 v *rnraem Loan of Rs 27,500 825 

64 «, Calcutta Port Trust Loan of Rs 18,000 1 170 

t S Bombay Municipal Loans of Rs 32,000 1,920 


Tax 

deducted at 
source 


Total 


3,915 1,223 7 0 
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Less allowable expenses 

Interest on Loan 900 

Bank Commission 6 


906 


Total taxable income 3,009 

Tax payable on Rs. 3,009= Rs. 4.8.0 

Tax to be refunded to him — (assuming the assessee has no other 
source of income) 

Tax deducted at source Rs. 1,223.7,0 

Less tax payable Rs. 4.8-0 

Tax to be refunded 1.218.15.0 


N. B. Tax on Rs. 3,009 ordinary would be Rs. 94,5.0 but as this 
income exceeds Rs. 3,000 by only Rs. 9, tax cannot exceed 5 of this 
excess i.e. Rs 4.8,0 only. Hence the assessee is liable to pay 
Rs. 4.8.0 and the balance shall be refunded. 


Illustration 31 

X’s investments for the 5 ear ending March 31, 1949, consists of 
the following 

Rs. 15,000 3% Calcutta Municipal Debentures, purchased 
on May, 15, 1946, interest payable on June 1 and 
December 1. 

v\b) 5% Tax-free Loan 1945 - 55 for Rs. 1,50,000. 

\/ (c) 3% Calcutta Port Trust Debentures for Rs. 30,000. 

v/ (d) 4% Loan 1940 — 60 for Rs. 4,000- 

In addition to the interest on above investments he has received 
a dividend of 6% (less tax) on Rs. 10,000 Preference Shares from Jute 
Mills Ltd. He was required to take a loan of Rs. 12,000 to purchase 
Calcutta Municipal Debentures on which he paid interest at 4% per 
annum. When he purchased the tax-free securities he took a loan of 
Rs. 50,000 from his bankers at the rate of 3% per annum. All interest 
from investments including dividends on shares was collected by the 
bankers who charged a commission of 1%. 

Calculate the taxable income from securities and the tax payable 
or refundable assuming that the assessee has no other source of 
income.. 


Solution 

Interest from Taxable Securities — 


(a) 3% Municipal Debentures 

(b) 3% Port Trust Debentures 

(c) 4% 1940-60 Loan 


Amount 


Tax deducted 
at source 


Rs. a. p. Rs. a. p. 

450 0 0 140 10 0 

900 0 0 281 4 0 

160 0 0 50 0 0 


Total 


1,510 0 0 471 14 0 
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teas allowable expense-? — 

Interest on loan for 10 j month* ° n ^ 
Bank Commission 

Total Inoome 


Rs a P 
420 0 0 
7 8 0 


Rs a. p 
427 8 0 
1,082 8 0 


Interest from Tax-free securif 104 

5% 1945— *55 Loan 
Less allowable expenses — • 
Interest on loan 
Bank Commission 


1,500 0 
37 8 


Rs i 
7,500 


0 1,537 


Total Incom 0 


5,962 8 0 


statement ov’ total income 


Tax deducted 


Rs a p, Rs a. p 


m 

471 14 0 


1, Interest from securities **“ 

Tax free Bocnnties • 

Taxable Securities • 1 * 082 

2 Income from other Source 3 

Dividend on 6% Preference shares of 

Rs. 10,000 Rs 600 „ „ 

Less Bank Commission • ».S« 00 187 8 


Total 

Exempted Inoome — 

Interest on Tax free Securities 
Taxable Incom® 


7,642 0 0 659 6 0 


Us 

5,962 


1,679 8 0 


Tax payable on Rs 1,680 (neares* rupee) at average rate of 
13 79 pies applicable to Rs 7,642 “Re 120 11 0 
Tax refundable therefore ■ — 

Rs a p 

Tax deducted at source . 659 6 0 

Tax payable 120 11 0 


Tax refundable , 538 11 0 


Motes — 

S The purchase of a security xd or cum itv dots not make 
mnre foT Income Tax purposes, as interest is deemed to be 
the income of the rerjon who is the ourne* of the securities on the date 
when i nteTest IS due for payment Therefore, full year's interest on 
3% Calcutta Municipal Debenture has been taken into account though 
the security was purchased x.d 
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( 2 ) Commission paid in collecting interest on tax-free securities 
and the interest paid on the loan taken for purchasing the tax-free 
securities is to he charged from the tax-free interest. 

(3) Interest on money borrowed specifically to purchase a 
particular investment is to be charged to the interest received from 
such securities from the day the securities were purchased i. e., from 
1 5th May, in tkis case. 

(4) Income by way of dividend on shares is to be taxed as 
income from other sources and not as from securities. 

Note : — Income-tax on interest on securities is levied at the 
rates applicable to the year in which such interest has been earned. 
Therefore, in the assessment year 1949-50 inoome-tax on interest 
earned in the previous year 1948.49 will be charged at the rates 
specified in the Finance Act of 1948. 



CHAPTER X 

COMPUTATION OF INCOME -1TL 


Iscom? from Property (Seo. «) 


Income tax under this head is payable by an aws^eo on the 
lonaf.de annual talue of the property which consists of bniyins«» 
lands appurtenant thereto, other than such portion of the buildings, or 
lands which are occupied for the purposes of hie b-faincs or proles, 
ston, the profits of which are chargeable to income tax 

It must, however, be remembered that incomes from lands dot 
attached to buildings ara not ohargeable under this head and laoome 
derived from vacant lands let out in urban areas for the purpose of 
storing materials etc , is chargeable under section I* under the head 
'Income from other Sources’. 

Income from property under this bead u taxable in the bands of 
the owner Thus, if an assess ee derives income from property which 
he holds on lease, the Income shall be chargeable under the bead other 
sources U an assessee whether a company o" otherwise Is carrying 
on business of owning and letting out of property the profits from 
such business shall not be regarded as business profits but as ‘income 
from property' and shall be taxed as such 


Meaning of Bonafide Annual Value 

As noted above. Income from property « assessed on the basis of 
the bonafide annual value of the property and tax is not payable m 
respect of actual rent received unless the rent received exceeds the 
bonafide annual value The term ‘bonafide annual value' of the 
property has not been defined by the Act Bat it means full annual 
rent at which the property can be let from year to year — the owner 
bearing all owner’s burden including all taxes and charges and tenant 
bearing all tenant’s charge" It must, however, be noted that no 
deductions from the bonafide annual value on account of any muni, 
cipal or local rates or taxes are allowed 

What is. therefore, the annual rental value, is a question of fact 
to be determined on the evidence Incase the property has been let 
for full one year, the annual cental value maybe determined on the 
basis of actual rent received, otherwise, the municipal valuation in 
mban areas provides a fairly good estimate of the annual value 
Ordinarily, in each cases tax is pa yable on the basis of a ctua l rent 
received or tho ma n ie ipat _val ual 10 n of the property, whichever 
is hisrher ' — 


Where m the tenancy agreement the owner pays the occupier's 
share of municipal tax, the amount included in the rent on account of 
® «en tax « deductable from the gross rent for the purpose of arising 
at the bonafide annual value On the other hand, if the tenancy 
agreement provides that the tenant will in addition to the regular rent 
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ayable to the owner, pay to the municipality the owner’s share of 
as, suoh tax shall he deemed to be a part of the rental value and must 
ie added to the rent to arrive at the bonafide rental value. 

If the property is in the occupation of the owner for residential 
turposos, the annual value of the property cannot exceed IQ% of his 
otal income, including this notional income. But if the municipal 
'aluation of the property is lowor than ten per cent of the assessee’s 
otal income (including notional income) then tax would be chargeable 
the basis of this municipal valuation. The annual value in this 
3 onnection means the gross annual value .before making the various 
leductions permissible under this head. 

Deductions allowable 

(i) For repairs 1 /6 of tka annual value ; in British India the cost 
of repairs is a fixed proportion of the rental value and does not depend 
on the actual expenditure incurred. If the owner lias undertaken to 
bear the cost of repairs the. allowance for repairs will be fixed at 1/6 
of the annual rental value and can neither bo increased nor decreased 
as it is a statutory allowan ce. But where the tenaut has .undertaken 
to bear the cost of repairs then the sum allowable under ibis head shall 
be the difference between the annual value and the rent paid by the 
> tenant, upto but not exceeding 1/6 of the annual value. Allowance 
on account of repairs is allowed to the extent of 1/6 irrespective of 
the amount of expenditure whether incurred or not. No separate 
allowance in respect of house tax, municipal tax etc. can be claimed 
as they are supposed to be included in the statutory allowance of 1/6. 

- (Olcucfa I, T. C. 43g), (Allahabad I. T. C- 234) (Lahore I. T. C. 43g) 
and (Bombay I. T. C- 3zo). 

(ii) The amouiit of any annual premium paid to insure the 
property against risk of damage or destruction. The premium paid 
to insure against loss of rent is not allowed. 

(iii) Where the property is subject to a mortgago or other 
capital charge, the amount of interest on such mortgage or charge is 
allowed as a deduction from the income from property. The purpose 
for which the charge or mortgage was created is irrelevant except 
that the property mortgaged must relate to the same assesses if the 
interest is to be deducted. If the interest on mortgage is payable 
outside India, tax on it must have been paid or deducted at source 
if it is to be allowed as charge on property. In case of property 
owned by a family, in order that interest may be admissible, the 
charge should be created by the family as a whole and not merely 
by some of its members, (I. 7. R. 1936 , x 64 ). 

(ie) Any sum paid on account of land revenue, in respect of 
suoh property. 

. (v) In respect of collection charges, a sum not exceeding 6% of 
annual value (gross) is allowed. No collection charges can be allowed 
in respect oE property occupied by the assessee. Proof of collection 
charges must have been submitted before any allowance in that 
respect can be claimed. - 

Legal expenses incurred in recovering rents from tenants arc 
permissible deduction but shall be allowed as a part of collection 
charges which can in no case /including legal expenses, exceed the 
statutory allowance of 6%. 
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( W ) Interest on capital borrowed for the purchase, construction, 
repair or renewal of the property 

( t jl) Annual charge on property which is not of a <*P itai 
nature. 


(vm) Vacantj tltowme 

Vacancy allowance being a sura proportionate to the Or0 "* 
annual value according to tbo period for which property has rematnea 
vacant can be claimed as admissible deduction. It must be noted i 
this connec.ion that no vacancy allowance can be claimed in respect 
of the property which is meant for the assersee's own occupation or 
for his guests, as vacancy relates primarily to cases where the hou” 
is habitually let out to tenants (Porna I. T C 35, and Cdcuttal-TA-*- 
85V During the period a house besng dismantled or is tept ebut oy 
the owner, vacancy allowance can also be claimed 
(xi) Unrealized Bent 

Unrealized rent in respect of any property exempted from 
taxation and is not inoluded in the computation of total income, 
provided - 

ft) the tenancy is ltonahdc ; 

(jj) tbo defaulting tenant has vacated or steps have been taken 
to compel him to vacate the property ; 

flu) the defaulting tenant is not m the occupation of any 
other property of assessee ; 


(it.) the assessee has taken all reasonable eteps to institute 
legal proceedings for the recovery of the unpaid tent ; 

(v) the assessee has for that year in which it was due paid 
income tax In respect of the annual value of the property. 


low on property 

Tho most important change made m tho assessment of property 
income is the removal of the proviso that the deduotlon for repairs 
and other allowances noted above, must not exceed the annual value. 
Hence under the present Act, the income from property can be minus 
The effect of this proviso was that whilst a business man could ret 
off the lose maae in a business against other income, the property 
owner who made a loss could not do this. Tho removal of this 
distinction is a weloome feature particularly for the property owners. 
In other words, any loss on income from property can now be set 
oft against Income nnder other heads 


Joint Ownership 

* Where property is owned jointly and tho shares are definite and 
ascertainable the owners are not assessed as an association of persons 
as in the past but the share of each pax Lo wiser Is assessed on him 
as part of his total income. The importance of this is that it removes 
at one stroke both, an tosqa.'fp asjJ s sss&ss 4sr. 

Thu3 if A and B each has an Income of Rs. 7,000 and jointly own 
(In equal ehares) property w 0 rth Rs. 600 then if they are assessed as 
an association of persons in respect of this Ra. GOO no tax will bo 
payable on it because it is less than Rs 3,000, the exempted limit. 
But po w half of Rs 600 is included in each of their incomes and 
assessed accordingly On the other hand, if 0 and D jointly own 
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property worth Rs. 3,300 but have no other income, then, if uncior 
the old law they were assessed as an association of persons they 
would have to pay tax at one anna in the rupee on Rs. 3,500. But 
now, instead of Rs. 3,500 boing assessed as a single income of an 
association of persons, C and D will be treated as having an income 
of Rs. 1,750 each and will, therefore, each be exempt. 

Illustration 32 

Mr. Gopal Krishna is the owner of a house, the annual letting 
value of which is Rs. 6,000. He claims the following oxpensos : — 

Repairs Rs. 600 ; Interest of Mortgage Rs. 500 ; Collection 
Charges Rs 150 ; Interest on loan taken to reconstruct the house 
Rs. 100 ; and Interest on overdraft for the purpose of the marriage 
of his daughter, Rs. 500 ; Ground Rent Rs. 110. 

Ascertain his taxable income from property. 

Solution 

1 ncome from property : — 


Annual lotting value 


Rs. 6^000 

Less allowable expenses 

Rs. 


1/6 Repairs allowance- 

1,000 


interest on mortgage - 

500 


Collection charges *- 

150 


Interest on loan w 

100 


Ground rent «- 

> 110 _ 

1,860 

Taxable -income 


Rs. 4,140 


Note- — x. Allowance /or repairs is fixed at i/6 of the annual 
value of the property and is allowed irrespective of the actual amount 
. spent. . 

* 2 . Interest on the overdraft taken for the purpose of assessee's 

.daughter’s marriage has no connection with property and therefore 
does not form an admissible allowance, under, this head although if the 
property is mortgaged for this loan interest would be deductible ♦ 

Illustration 33 , * 

X is a owner of the property of annual letting value of Rs. 6,000. 
Y is a tenant in .the house who has agreed to pay an annual rent 
Rs. 5,400 and has undertaken to bear the cost of repairs. The house 
remained vacant for two months in the year. X claims the following 
expenses in relation to the property : — 

1. Interest on loan taken on the mortgage of the house for the 
purpose of the marriage of his daughter Rs. 600. 

2. Legal expenses incurred in collecting rent Rs. 50. 

3. Collection charges Rs. 400. 

4. Ground rent Rs. 20. . 

Ascertain his taxable income from property. 

10 
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Solution 

income iTom propetis 

Annual letting value 
Less admissible allowances — 
Repairs 

Collection charges including 
legal expenses 6^ of the value 
Ground rent 
Mortgage Interest 


Vacancy allowance 2/12 o! 6000 

Taxable Income 


IK 

Rs. 

6000 

GOO 


SCO 

20 

600 

uso 


4,420 

1,000 


Rs Ta20 


Note* —i Rerawi allowance in case of property which l* under 
the occupation of the tenant who haj undertaken to bear the colt of 
repairs, to restricted to the difference between the annual talue and 
the rent which the tenant hoi agreed to pay, subject to a maximum of 
ilfiof the annual lalue 

2 Legal expenses form part of the collection charges which 
should not exceed 6% of the Annual salwf 

3 Vacancy allowance can be claimed on the Gross annual ialue 

UiwmUonM 

Mr M 0 Gupta is drawing a salary of Rs 300 per month and 
is having income from other sources amounting to Rs 1,500 He has 
two houses in one he xesides, the municipal valuation Is Us 2,500 
The other houses is let out on an annual rent of Rs 2,400, tlio annual 
value being Rs. 1,800 Re paid Rs 50 aa Ground rent for the pro- 
perty occupied by him Calculate his total income 
Solution 

STATEMENT OE TOTAL INCOME 

1 Income from 8alary 

2 Income from Property 

3 Income from other sources 

Total Income 7,691 

N B Income from property has been calculated aa under— 
Property let out — Rs 

Annual value 2,400 

Le”»sl/6of repairs 400 

Property occupied — ~ 

Annual value 7g9 

Less 1/6 for repairs 1?8» 

Ground rent 50 


Rs 

2,000 

591 


Rs 
3 600 
2,591 
1,500 
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1. The annual value of the property occupied has been calculat- 
ed as follows : — 

Let the gross annual value of the property occupied by the 
owner be x ; the total income will be 

Rs. 3, 600+2, 000+1, 500 + (x —1/6 x— 50) or x— 1/6 x+7050 
Hence the value of the property occupied is 
1/10 of x— 1/6+7050=769 

In order to calculate the gross annual value of the house occupied' 
by the owner the following formula can be' readily applied : — 

Gross annual value of the property is equal to 1/10 of 12/11 of 
the total income minus expenses (except 1/6 statutory allowance for 
repairs) in connection with the property. Thus it will be calculated 
as follows : — 

Gross annual value is 

1/10 of 12/11 of 7100—50 
= 1/10 of 12/11 of 7050 
= 769 

The above formula has been derived as under : — 

House Property Income =» 1/10 (Total income + House property 

Income — 1/6 for repairs— Expenses) 
= 1/10 (Total Income + £ House proper. 

ty Income — Expenses) 

= 1/10 (T. I. +5/6 H. P. I.— Exp.) 

6. H. P. I. = i/10 (6 T. I.+5 H. P. I -6 Exp.) . 

= 1/10 (6 T. I. — 6’Exp.) +tb H. P. I. 
=1/10 (6 T. 1—6 Exp.)+£ H. P. I. 

6. H. P. I .— I H. P. I =1/10 (6 T. I— 6 Exp.) 

V H. P . I = 1/10 (6 T. I .—6 Exp.) 

H. P. I. = * x H (T. L— Exp.) 

The same result can be derived by the f ollowjng formula -• — 
Net value of the property occupied= 1/11 (Total Income — admissible 
Expenses). * 

The result so arrived at will be the net value exclusive of 
the 1/6 statutory allowance for repairs i.e, (Gross value — 1/6 
for repairs) other expenses shall be deduoted with a view to compute 
the total taxable income. 

To illustrate it net value of the property owned and occupied 
is calculated as given in the question above. 

Net yalue =1/11 (Total Income — admissible Expen. 

' .. =1/11 S (7100— 50) 

>-*• =1/11 of 7050= Rs. 641 

But the gross value = 1/10 of Total income including notion. 

al income from property occupied 
as well. 

= 1/10 (Rs. 7,050+641) 

= 1/10 of 7,691= Rs. 769 

2. The property is taxable or the annual rental value or 
municipal valuation whichever is higher. 

Illualration 35 

X owns three houses of the municipal valuation of 2,000, 1,500 
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and 1.600 respectively Tirslhou'e la “rf partly 
partly for the residence of the propr eto The m u ” lc T’» 1 ’*{' 0 
for the former m Rs 800 the second hon» a partly let. 
rent of Rs 78 pot month and other pert Is Riven to the 
of the business, the profits of which ere taxable * ^ u 
aro required to pay no rent The third hou*® i« wholly let Oht 
Rs 60 per month Calculate h\s taxable Income from pfoperty 
assuming his profits from business amounting to Its 4,000 
Solution 


Income from Properly 

Annual letting value of the part of second house let 
Annual letting value of the third house 

I ess 1/6 for repairs 

Total 

First house (partly used by tho owner) 
Annualletting value R? 6G» 

LesslJMot repairs Its T\\ 

Total income from ptopeity 


Its 

900 

1,000 

~2,500 

416 

2,084 

Its 2,«7 


N B The talue of the property used by the owner for hw own 
residence has been calculated according to jhe same formula as explained 
above, vs? , Annual LtUng value of the house partly used by the owner 
u ascertained as follows Rs 4,000+2084 of 1/10 0/ 12/Ua>6G4 
statement ov total income 

Rs 

1 Income from Property 2 637 

2 Income from Business 4 000 


Total 6 637 

Less earned Income allow an co 800 

T axable income 5,837 


Notes — j The Income of the part of the first house which li 
occupied for the business and the pa t of the second house occupied by 
the employees of the bus ness, the profits of which are chargeable to 
tar, ts not taxed under the head ‘income from property,' for while 
computing the taxable profit of the business no allowance shall be given 
jot the abote two items and thus the income from the above two housej 
WJfy occupied for the business and by the e*r rloyees of the business 
will be automatically taxed 
Illustration 3b 


t u MufQ jy 13 employed tn an insurance company at a salary 

month H . e contr ‘butes 61% to a recognized provident 
£’ mpan7 “ nd an equal amount is contributed by the 
Slots to fu’sw ! ' P " “ n “ m ‘ " t “ p™y«e»l fu»l 



computation of INCOME— -III 


77 

He also owns a house, the municipal valuation being Rs. 1,800 
which is let out at Rs, 175 per month. His expenses in respect of 


the property ware •*— 

Rs. 

1. Interest on the mortgage of property 1,200 

2. Land revenue 40 

3. Premium for fire insurance 150 

4 Interest on the loan taken to repairs of the house 600 

5. Municipal Taxes 50 


The house remain vacant for two months during the year. 

Ascertain (a) the taxable income from property, (b) total income, 
(c) the exempted income. 

Solution 


Income from Property : — 

Rs. 

Rs. 

Annual letting value 


2,100 

Less allowable expenses : — ' 

1/6 for repairs 

350 


Interest on mortgage 

1,200 


Land revenue 

40 


Interest on loan 

600 


Insurance premium 

150 


Vacancy allowance 

350 

2,690 

2/12 of 2100 

Loss on property 


—590 

statement of total income 


4 

Rs. 

Rs. 

Income from salary 

6,000 


‘Employers contribution to 

Provident Fund 

375 


Interest on Provident Fund 

300 

6,675 

Loss earned Income Allowance 

1,335 



5,340 

‘ Less Loss on property 


590 


Taxable Income 

4,750 

Exempted Income •• — 

Rs. 


1. Interest on Provident Fund 300 



2. Contribution of employer and 

the employee to Provident Fund 750 

L05cT 

N. B. Income from property is taxable on the basis of the actual 
rent received or the Municipal valuation of the property whichever is 
higher. 

Exempted property income Sec. 4 Sub-section 3 (xii) 

With a view to encourage private construction of residential 
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houses lor tho first time by the Income. Tax Admcndment Act* WW» 
bonafide annual value ot all building*, the construction of which 
oommenced and completed between 1st April, 1916 to 31st March, 19** 
is exempt from tax for a period of two years only from the date c 
completion of building It must be clearly noted that this exemption 
does not apply to houses constructed or used for business purposes, 
llluatratiou 37 

A man owns a house whoso annual letting value is Its C/XW He 
has also constructed a house In the year 1947, tho construction o! 
which, was commenced on November 1946 and was completed by 3M 
March, 1947 The annual letting value of this newly constructed house 
is Rs 3,000 The new house has been constructed at a cost of 
Rs 15,000 which was borrowed at an Interest of 6%. Tho following 
expenses aro incurred in connection with tho old houao. 

1 Ground rent . 100 

2 Insurance against fire ... 300 

Calculate the taxablo moomo from tho property for the 

assessment year 1918.49 


Solution 


STATEMENT OF TOTAL INCOME FROM PROPERTY 
Rs 


income from the old hou^o 6,000 

Le«s allowances • — Rs 

1/6 for repairs 1000 

Ground rent 100 

Insurance against firo 300 


1,400 


Taxable Income 


Note — A» ihe conn ruction of the new home has commenced and 
completed between November tg46 and 3nt March, iq 47, its annual 
income is not taxable for a period of two years and so it hat not been 
taken into consideration And as the income from this house »j exemrt 
from tax, the interest on loan taken for tt* construction will also not be 
allowed 
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COMPUTATION OF INCOME— IV 

Income derived from Business, Profession or Vocation (Sec. io) 

Under the present Act, tax under the head ‘income from business 
profession or vocation,’ is payable in respect of the profits or gains in 
any business, profession or vocation. Formerly before the passing of 
the Indian Income-Tax Act of 1939 income from profession or vocation 
was taxed under a separate head, but now two heads viz- business and 
Profession are amalgamated. 

The word ‘business’ under the Act has been defined so as to 
include any trade, commerce or manufacture or any adventure which 
is in the nature of trade, commerce or manufacture [sec. 2 (4) ], while 
a profession relates to any occupation requiring intellectual skill or 
manual skill controlled by the intellectual skill of the operator e. g. 
painting, sUrgery. In other words, a profession as distinguished from 
business does not involve the production or sale of commodities. 
A vocation is a calling carried on for the earning of one’s livelihood 
and is distinct from employment e. g. insurance agent, a singer, a 
dancer, etc. 

In deciding whether a particular activity would constitute 
business or otherwise, regard is to be had on the intention of the 
person carrying on the activity. Business constitute an activity 
which has for its object the acquisition of some profits. At the 
same time carrying on of business can only exist where there is 
a succession of acts or a continuity of transactions. The performance 
of a single act is not enough to constitute business ( Bombay , 1933 I. T. 
R. 34 1), e. g. Frequent purchases but casual sale of stocks and shares 
does not constitute ‘business’ (Allahabad I. T. C- 81) 

Principle of computing taxable profits 

The principle of computing profits under business, profession or 
vocation is not specifically defined in the act. The act simply lays 
down the various admissible and inadmissible allowances.’ Thus with 
a view to compute taxable profits under this head, the Profit and Loss 
Account is to be redrafted and for the purpose we may either (a) begin 
with the Gross Profit and deduct therefrom all admissible expenses 
omitting all incomes not chargeable under this head ; or (b) begin with 
the Net Profit and add to it all inadmissible expenses and deduct from 
it all other incomes which are not taxable under this head, such as 
Interest on Securities, Profits on Speculation etc. 

The result so obtained by any of the two methods would give 
taxable profits from business. 

Deductable allowances [Sec. 10 (2)] 

The following allowances will be deducted from the gross income 
or profits to arrive at assessable business profits or income : — 

(1) Any rent paid for the premises where such business or 
profession is carried on : — In case where some part of the premises is 
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used for resilential purposes proportionate rent Will bo allowed 
Rent paid by a firm to a partner « also an a lmintblo expense But it 
the premises are owned by the owner of the business, no allowance m 
respect of rent Is permitted as the owner u also not liable to pay tax 
in respect of income from such property 


m Interest on oipital borrowed for purposes of business --In 
case It is payable outside British Indla.lt will not bo allowed unless 
tax has been deducted or there Is an agent from whom tax can bo 
recovered Interest paid to partners by the firm cannot be allowed 
Similarly, no allowance can be claimed tn respect of interest on share 
capital of companies but interest on debentures Is allowed Incase 
of interest paid to relations and servants, onus of proof that the loans 
wero borrowed for the purposes of business re'ts with the assesses 
(Patna I T C 281 ) 


(3) Premiums paid in respect of insurance ngalnst risfc of 
damage or destruction of budding, plant etc , used for business 
purposes Sums actually spent on premiums are allowed, but moneys 
set aside as an Insurance Fund Is of a nature of reserve and, there, 
fore, not allowed 

(4) The amount paid 'or current repairs of building, plant or 
furniture nsod for purposes of business — It must he romembered that 
only current repairs are allowed under this head bat expenditure 
which would Involve an Increase In capital value is disallowed, e g 
repairs incurred at the time oi the purchase of a fixed asset tn order 
to render thB asset serviceable is of capital nature and Is, therefore, 
not admissible Repairs incurred in renewals of rails and sleepers by 
a railway company are auuilexly not allowed. 

(5) Rate* and Taxes — Land revenue local rates or municipal 
taxes paid in respect of the proportion of the premises which ls used 
for the purpose of business, profession ot vocation are admissible 
expenses bo allowance, however, can bo claimed for any other 
kind of rates or tax 


( 6 ) Bonus to employees— Any sum paid to employees by way 
of comm jsion or bonus for services rendered is an admissible expense, 
provided (i) if such sum would not have been payable to him as 
profits or dividends, (u) if It would have not been paid as bonus or 
commission, (iu) if it is a reasonable amount considering the pay 
and the conditions of the service of the employee, the profits of the 
business and is the general practice in business, profess ion or vocation 

(7) Bad Debt*- An allowance for bad and doubtful debts can 
be claimed on following conditions — 

(0 If the accounts are kept on mercantile system and not on 
?SJS 2 S 5 . e , scept m of ***** or money lending business where 
“Uuwcdin-espective 0 f the system of accounts 

* Bd lo= "1 «took in trade u detnitelj^ tradmg°taB e ” d "’ 

•Jiaitr"" “ ihe •“ t 

(in) The amount allowed can in i 
actually written off 


i no case exceed the amount 
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(iv) If the amount is ultimately recovered on such debts or 
loans is greater than the difference between the whole debts or the 
loan and amount so allowed, the excess will bo deemed to be a profit 
'in the year when it- is recovered and if less the deficiency will be 
deemed to be a business exponso. 

(8) Dead, or useless annuals. Animals used for purposes of 
business if die or become permanently useless the amount of loss can 
be claimed as admissible expense. Bat the amount allowed shall be a 
difference between the original cost to the assesses and the amount 
realised in case of carcasses. 

(9) Depreciation allowance. The old system was to allow as 
depreciation a prescribed percentage of the original cost of the asset, 
the percentage being prescribed by the Central Board of Revenue for 
each separate class of assets. Additions to plant etc., also ranked for 
depreciation so that it was necessary to keep a record of the date upon 
which each new asset was brought into use and a record of the date 
when the full cost had been completely exhausted by allowances. In 
a large business this meant that the records had to be very detailed 
and errors constantly arose. Apart from this the system led to some 
rather absurd results. Thus in some business assets were being used 
and were in perfectly good condition even though, according to the 
rates prescribed by the Central Board of Revenue, the asset ought to 
have been worn out long ago, the total of the allowances having 
reached 100% of the cost, years previously. Hence the Income-Tax 
Enquiry Committee in view of the recommendations of the U. K. 

' Royal Commission on Income-tax, 1920, recommended the adoption 
of the “writton down value method”. This proposal of the Committee 
was opposed by ttie Federation of Indian Chambers of Commerce and 
Industry which strongly pressed to the continuance of the old method 
saying that it is not necessary to invite any further complications in 
respect of this matter specially when there is no distinct and sub- 
stantial advantages to be gained by the changes. “The Federation 
■ also pointed out one more disadvantage of ‘written down value 
method’, as it permits higher amount of depreciation on the plant or 
machinery in the earlier years when it is new and a much lesser 
amount in later years when the same gets worn out.” To my mind 
it is not a disadvantage but an advantage as it keeps a balance between 
repairs and depreciation which is very important from commercial 
point of view. In early years when machinery is new, it is always 
saf e to provide more for depreciation as no repairs are to be carried 
on. But as due to wear and tear or passage of time, machinery-be. 
comes old and needs constant repairs, the businessman is not in a 
position to provide more for depreciation charges due to high costs of 
repairs. So from commercial point of view, written down value 
method seems to be satisfactory. 

The Act as emerged in its final form from the legislature lays 
down that the depreciation is to be calculated upon what is called the 
‘written down value’ of the asset, that is to say, the cost less previous 
allowance, instead of upon cost. An example will make the difference 
in the method of calculation clear. Let us suppose a motor car 
costs Rs. 10,000 and is wholly used for business purposes. If 
20% was formerly the prescribed rate under the old (cost) basis 
"Rs. 2,000 would be allowed each year, for five years. If 30% is to be 
allowed under the written down value basis Rs. 3,0 00 would be allowed 

u 
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itt the first year, and this would leave Its. 7,000 (Its. 10.000 le«s 
Rs 3.000) as the written down value after the first year ; its. Z,iuu 
130% of Rs 7,000) would be attiwcd \n the second year and this 
leave Rs 4,000 ; of tins 30 X i z. Rs 1,470 would be allowed in the 
next year and so on, so that the allowance uou'd bo high in the 
earlier years and low in the later year-*, always diminishing but never 
reduced to nothing until the asset Is sold, when the excess of the 
written down value over the sale price of the asset is allowed as 
obsolescence or the deficit brought into the profits as an incidental 
taxable receipt •* 

The following points must be remembered while claiming an 
allowance for depredation — 

(i) Depreciation ordinarily means wear or tear or shrinkage In 
the value of the asset which cannot be made good by repairs. 

(u) Allowance can only be claimed for such budding, plant, 
machinery or the furniture which are the property of the assessee 
and which must have been used for the purposes of business in the 
year the profits of which are being computed. Buildings belonging 
to the owner of the business and are used for his employees, sh«U be 
regarded as buddings used for business provided no rent is charged 
from the employees 

(hi) Depreciation Is allowed on the written down value at 
prescribed rates excopt m ca«e of ocean going steamers where it is 
computed at original cost. 

Written down value for purpose of depreciation allowance 
means (a) In case of the assets acquired in the previous year, the 
actual cost to the assessee ; (b) and in caso of assets acquired beforo 
the previous year, the actual cost to him less all depreciation actually 
allowed to hVm \n wiser years. 

For the calculation of depreciation, the following process may be 
adopted (a) group the assets according to the rate of depreciation, 
allowed— 5 percent; 7) percent; etc (b) deduct from the figure of 
value brought forward, the previous year’s allowance for depreciation, 
(c) add the cost of plant, etc added during the year, (d) deduct the 
sales and (e) and calculate the depreo-at ion at the prescribed rate on 
the remaining sum 

00 In case of a change in the ownership of the business, the 
depreciation allowance to a eucce'sor is worked out on the basis of 
the original cost to the successor A successor, therefore, is not 
entitled to the advantage of nnabsorbed depreciation (explained 
below), which his predecessor might have been entitled to. 

(e) Unabsorbed depreciation allowance i e. depreciation allowance 
due but not claimed due to the absence of profits can now be set off 
against the profits of subsequent years without any limit as to time 
but this privilege is allowed to only unabsorbed depreciation on account 
of assessment year 1939-40 and onward and not to depreciation on 
account of assessment prior to 1939 40 

^ e J fe C ^ U>n un “ b ? rbed P rior to 1939.40 should bo capitalised 
t e added to the depreciated value of the asset for the purpose of 
arriving at the written down value of the asset for 1940-41 assess- 
ment Business loss can only be earned forward for six years bnt the 
"““f of ^absorbed depreciation subsequent to the assessment years 
J939-IO can be carried forward indefinitely. Thus loss brought forward 
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should be first set of and thereafter the'accrued depreciation, so that loss 
may not expire. For example, if the loss carried forward from 1943,44 
assessment is 10,000 and the unabsorbed depreciation carried forward 
is Es. 50,000. Profits for the assessment year 1944.45 Rs. 65,000 and 
depreciation admissible for the year is Rs. 25,000. The claim for the 
unabsorbed depreciation will be calculated as follows 

. Profits for the assessment year 1944.45 ... Rs. 65,000 

Less depreciation admissible for the year ... Rs. 25,000 

Income for the assessment year ... Rs. 40,000 


Out of the income of Rs. 40,000 in the first instance the business 
loss carried "forward will be written off, thus after writing off the 
previous loss of Rs. 10,00o there remained only Rs. 30,000 as the 
profit of the company. Now out of the unabsorbed depreciation of 
Rs. 50,000 only Rs. 30,000 can be claimed this year and there remains 
a balance of Rs. 20,000 which will be claimed in the next year’s 
assessment. 

(vi) The aggregate of the depreciation allowance should in no 
case exceed the actual cost of the asset to the assessee. This is 
automatically provided for under the written down value method, 
whore the total depreciation allowed can never exceed the cost of 
the asset. 

Depreciation in case of Double Shift. An extra allowance upto 
a maximum of 50 per cent can be claimed by an assessee if he can 
satisfy the Income Tax Officer that the concern has actually worked 
double or multiple shifts. This extra allowance will be given in 
proportion to number of days during which such double or multiple 
shifts have worked out. For the purpose of calculating such allowance 
300 days are considered as a normal number of working days for 
full one year. 

Additional depreciation In case of new constructions of Build, 
Ings and new Installation of plant and machinery. 

Where the buildings have been newly constructed or the 
machinery or plant newly installed after the 31st day of Marplf, 1945, 
a further sum on account of depreciation (which shall, hojVover, not 
be deductible in determining the written down value for the purpose 
of depreciation) can also be claimed in respect of the year /of erection 
or installation on the following basis : — / 

(i) in case of buildings the erection of which is begun and 
completed between the 1st day of April, 1946 and the 31st day of March, 
1950 both (dates inclusive) to 15% of the cost thereof to the assessee 

(i j) in the case of auy other build ings to 10% of the cost thereof 
to the assessee. 

(iii) in the case of machinery or plant to 20% of the cost thereof 
to the assessee. 

(io) Obsolescence. The Committee of the Federation of Cham- 
bers of Industry and Commerce recommended that allowance should 
be granted in all cases where plant and machinery is discarded or 
scraped irresppective(of the fact as to whether it is sold or replaced 
provided the asset has been completely written off in the bo'obs of the 
assessee and that the amount written off* for obsolescence 'should be 



INCOME TAX MW as accounts 

allowed to be earned forward in the same manner as depreciation 
This recommendation ha* been practically acceplet and under the 
preheat A ct obsolescence no longer depends upon tho technical con- 
dition ot obsolescence, all that is necessary is for the as" et to be 
scrapped or sold and the scrap va ue or sale pneo will bo deducted from 
the written down value and the balance allowed whether or i ot Ibo 
as a et is obsolete This should save a good deal f wrangling since it 
always «eeras difficult for two persons to agree over what 'obsolete 
means 

Thus, whenever any plant or machinery is sold or discarded for 
whatever reasons, whether obsolescence or otherwise, obsolescence 
allowance can be claimed provided \t ha« already l ecn written off in 
the books 

In cons daring tho question of < bvdrccenco allowance, tho 
following points must also be taken into account — 

(A) If the sale procoo s of an a*>°ot cxcoods tho written down 
value the excc s will be liable to income tax to the extent of total 
depreciation allowed »o date but any excess prlco realized over this 
figure v. dl bo charged as capital profit undeT section 12 B 

illustration 38 

A machinery wh ch has cost to tho business R* 80,000 and wliofe 
written d iwn value as stand ng In the books, after writing off 
depreciation over a number of years is Rs 30 000 is discarded and sold 
as ui der V/hat shall be the position regarding obsolescence allowance? 

{«) If sold for Rs 10,000, ob«ole«cence allowed will bo written 
down value minus realized value (Rs 30,000~Rs 10 OCO)=Rs 20 000 

(b) If sold for Rs 30 000 no obsolescence allowance 

(c) II sold for Rs GO, 000, thcro would be no obsolcsconco 
allowance but there will be a taxable profit of R= 30,000 (Rs GO.000— 
Rs 30 00J written down value) 

(d) 1C sold lor Rs 80,000 no obsolescence allowance but a tax 
able profit of Rb 50,000 

(e) If sold for Rs 100 000 no ob*otesconco allowance but ‘total* 
taxable profit of (R* 100,000- Rs 30 000) Us 70 000 of which a profit 
to the extent ot depreciation written off vie , Rs 50,000 would be 
ordinary business profits and anything over it viz , Rs 20 000 would be 
capital profit 

(B) In ca'e the as'et isdescarded demolished or destroyed and 
any insurance, salvage or compensation moneys are received 

(0 the obsolescence allowance would be further reduced by the 
amount of insurance, salvage or compensation so received 

(u) If, on the other hand, the money rece vtd as insurance, 
salvage or compensation exceeds the written down value, the excess 
will be charged to the extent of entire depreciation allowed minus 
the scrap value, if any 

Illuitration 39 

The written down value f a machinery wh ch cost Rs 80,000 is 
Rs 10 000 The machinery is insured against destruction and is 
actually destroyed and when sold a scrap value of Rs 10 000 was 
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realized. What shall be the obsolescence allowance in case the 
insurance money is realized as under ? 

(a) insurance money Rs. 5,000, obsolescence allowance would 
be= written down value minus the scrap value and the insurance 
realizations viz . Es 30,000 — Rs. 10,000— Bs. 5,000= Rs. 15,000. 

{b) If insurance money received be Rs. 20,000 obsolescence 
allowance would be = written down value'minus the scrap value and the 
insurance realization viz. Rs. 30,000— Rs. 10,000 — Rs. 20,000= Nd. 

(c) If the insurance money received be Rs. 40,000; there is no 
obsolescence allowance but a taxable profit= Insurance realizations 
and scrap value minus written down value. Vi~. Rs."" 40,000+ 
Rs. 10,000— Rs. 30,000= Rs. 20,000. 

( d ) If the insurance realizations bo Rs. 70,000 there is no 
obsolescence allowance but a taxable profit= Insurance realization + 
scrap value minus written down value viz. Rs. 70,000 + bs. 10,000 — 
Rs. 30,000= Rs. 50,000. 

(e) If insurance realizations be Rs. 90,000 there is no obsoles- 
cence allowance but a taxable profifc= Insurance realizations-f 
scrap value minus written down value viz. Rs. 90,000 + Rs. 10,000 — 
Bs. 30,000= Rs. 70,000 out of which a sum upto the total amount of 
depreciation written off namely Rs. 50,000 would be ordinary taxable 
business profit and the balance viz. Rs. 20,000 will be capital profit. 

(C) That where a building previously owned by an assessee is 
brought into use for the purposes of his business after 28th February, 
1946, its written down value for computing the amount of obsoles- 
cence loss will be the actual cost minus all depreciation that would 
have been allowable had the building been used all along by the 
assessee in his business since the date of its acquisition. The rate of 
depreciation chargeable for this intervening period will bo the rate in 
force on the date of the introduction of tlio building into the business. 

(11) Any revenue expenditure laid out or expended on scientific 
research related to the business will be allowed. 

(12) Any sum paid to a scientific research association having as 
its objects the undertaking of scientific research related to the class 
of business carried on, and any sum paid to a university, college or 
other institution will be allowed provided these bodies have been 
approved for the purpose by the prescribed authority. 

(13) The entire capital expenditure on scientific research related 
to the business is allowed in five annual consecutive instalments 
commencing from the accounting year in which the expenditure was 
incurred. The allowance is granted even if the research expenditure 
was incurred within three years prior to the commencement of 
business. 

(14) The amount of any Business Profits Tax payable will be 
allowed as a deduction in computing the taxable income from business. 

(15) Miscellaneous Expenditure— Any expenditure not being 
in the nature of capital expenditure or personal expenses of the 
assessee laid out or expended wholly or exclusively for the purposes of 
such business, profession or vocation. 

Whether a particular expenditure is incurred solely to earn 
profits or whether it is capital expenditure depends in each ease on 
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the nature of business, commercial practice, the nature of the 
expend turo and other rcUtive circumstances No nan! and IMI 
rules can bo laid down in this connection bat the following examples 

would illustrate tho general pnncplos — 

(a) Contributions by the emp’oyers to private provident and 
super annua ion funds are allowable expen«es pr or idol the fund 
constitute an irrovoo able trust 

(b) Premiums paid for risk or liability to compensate any of 
the employees for injuries under Workmen a Compensation Act, also 
forms an admissible expense 

(c) Bonafido expenditure incurred for the welfare of the 
employee^ is an admias bio expenso provided it is not ot capita! nature 
r g maintenance of a conservancy staff to iralntatrt the dwelling of 
the employees m sanitary condition < a an admissible expense but 
the amount spent on the construction of latrine', water work* etc 
cannot bo allowed as they form capital expenditure 

(d) Sums cmbezcUed by an employee aro admissible expense 

(<*) Advert .sing charges iu selling the goods In ordinary course 
of bus ness, but money spent on special advertising campaign would 
be disallowed because it Is of capital nature 

if) Audi and other accountancy expenios Incurred annually 
including tho expenses of setting the Income Tax liability of an 
ttssessoe are ordinarily allowed But the expense Incurred In 
subsequent income tax proceedings before tho higher authorities In 
appeals are not allowed 

( e ) Compensation for cancelling a contract is admissible expoase 
(h) Realization of account of DharmoJiU by Indian merchants 
and the corresponding expenditure for charitable purposes shall be 
left out of acoount altogether, provided the Income Tax O Ulcer finds 
that sums are applied ultimately to the object fir which they aro 
collected 

0) Sales tax is an admissible expense r*' 
jj) Moharat ceremony expenses not exceeding Its 4)0 
Ik) Lo«s of stock in trade by sinking of a boat 
(l) Lo'S by theft of money entrusted to an employee to bo 
deposited m the bant. 

Inadmissible expenses 

The following expenses aro not admissible for computing income 

from business, profession, or vocation 

1 Sums paid on account of cess, rate, or tax levied on profits 

. » * ?*Z ment fbargeable nnder the head silanes, if it is payable 
thereon unless tax has been deducted therefrom or paid 

3 Interest, salary, commission pa d to any partner of the firm 
Payment to an unrecognized provident fund, unless 


5. Private personal expenses of the proprietor 

6 Reserve for Bad and Doubtful Debts or any other reserve 

7 Expenditure m the nature of charity, presents etc 
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S. Fast losses charged to Profit and Loss Account. 

9. Depreciation in excess of prescribed rates. 

10. Cost of issue of debentures and shares and expenses 
incurred in raising loans. 

11. Underwriting commission paid by a newly started company 
on the issue of its share capital. ( Bombay I. T. C» 125). 

12. Brokerage on issue of shares or debentures (Nagpur, 
I. T.C- 28). 

13. Expenses incurred in the formation of a company i. e. 
preliminary expenses. 

Illustration 40 

Mr. R. P. Singh, the proprietor of a Flour Mill prepared the 
following Profit and Loss Account for the year ended December 
31, 1946. You are required to compute his total income from business 
and the amount of tax payable by him on such income. 

Profit and Loss Account for the year ended 31st Deo. i 946 

Rs 

To Trade expenses ... 500 

Rent, Rates & Taxes ... 1,500 

„ Establishment 

Expenses ... 3,000' 

» Household Expenses ... 2,000 1 

„ Income Tax ... 700- 

„ Postage ... 150 

„ Charity and gifts ... 200- 

„ Fire Insurance Premiums 250 
, „ Subscription & Donation 175 ■ 

„ Life Premiums ... 1,000- 

„ Reserve for Bad Debts 500 ■ 

„ Audit Fee ... 300 

„ Interest on Capital ... 900- 

„ Advertisement ... 225 

„ Discount and Allowances 400 
„ Repairs ... 375 

„ Loss on sale of Motor 

Car 1,525* 

„ Net Profit transferred 

to Capital 14,300 

Rs. ... -28,000 

Solution 

Taxable income from business— (Assessment year 1947-48) 

Rs. 

Net profit as per P. & L . Account : — 14,300 


Add Inadmissible Expenses •’ — Rs. 

Household Expenses ... 2,000 

Income tax ... 700 

Charity & gift . ... 200 

Subscription & Donation ... 175 

Life Premiums 1,000 
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Rs. 

Rs. 

Reserve for Doubtfut Debts 

500 


X Interest on capital 

900 


Loss on sale of motor car 

1,525 

7,000 

Less Profit on sale of investment 


21400 
.. 3,000 

Total income from business 


... 18,300 

Less earned income allowance 


... 3,660 

Taxable income 

Rw 14,640 

Exempted Income 

Life insurance premiums 

Rs. 1,000 



Income Tax payable on R* 13,640 at 24 376, pios 

(average rate applicable to Rs 14,610) Rs. 1,731.12.0 

Note i— ( 1 ) Hooietaold eifeuct, being the pc no nil tipcnrrt et the proptletat »»* 
not allowed 

(I) Income-Tax being paid (a relation to Income, It dUatlowed. 

(J) Expect**, not iocxrred io eelatlon to baslnete, nn not allowed ia«h ti Cbatl'T. 
GUt, Donation , and nlacrfptloa are not allowed from »-o»iocn piefiia l!wtt«t,rt» 
recent Aroeedunt Pat, tptS, eotbet foe Iho wltowaeeo ol donation * tnl.*ctlp>lon 
provided they are given to mu Icullotbo oe (and ettaUIebcd In Billiih India lot 
poipotct ipecified in the Art and approved by tb« Central Government. 

(4) I«ei In lb* nature o( capital not allowed at deduction from bniloe't pf"6t», 
»» tneh ton an tale of Motor cat It dualtowed. 

( 5 ) Actnel Dad Debit arc allowed at a dedactioa feont bottom proStt and not tbe 
reteire foe doobtlul debit, 

iH Galniln lb* natnre of capital aee not Ititbte Codec tbe beid fiofitt from 
Batlnem, Profettloo or Vocation, at »ocb gain on tale of lovettmrnti, being capital gals 
It deducted from profit!. Pilot to tbe pitting of tbe Amendment Act of 1947, Capital 
Galna wet* not liable to tan Ion. tat by tbe patting rf thU Ametdm»nl Art, profit! 
00 tale t>l titcti aie alto Utallc aoder tbe bead ’CapittljCaln,* and are explained In tbe 

lllostrtUon U" 

’From the following Trading & Profit and Loss Account of tbe 
A.B.&Co. Ltd, lor tlio year ended sist March, 1947, compute itt 
total income and tax payable by tbe company. 

The A. B. &Co. Ltd, 


TRADING AND Pr.O?IT &LOS3 ACCOUNT FOP. THE YEAR ENDING 

3 1 st March, 1947 


Rs. 

To Stock 30,000 By Sales 

» Wages 8,60,01 0 „ Stock; 

„ Power 45,000 

„ Purchases 2,30,000 

Carriage on Purchases 5,000 
,, Oro«s Profit 445,000 

Rs 1645,000 


Rs. 

16,00,000 

25,000 
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To Salaries 

Rs. 

10,200 

„ Workmen’s compen- 
sation 

5,000 

„ Provident Fund 

4,000 

„ -Reserve for Doubtful 
Debts 

3,000v,‘ 

„ Bad debts 

1,500 

„ •'Income Tax 

30,000 

„ Bank Charges 

300 

„ Loss by Embezzle- 

• 

ment 

40,000 

,,J Discount on issue of 


Debentures 

10,000 

„ Director’s Fee 

5,000 

Managing Agent’s 
Remuneration 

.15,000 


Bonus to emp loyees 7,000 
Fire Insurance -^.5,000 

Interest on Debentures 20,000 
preliminary expenses 

written off 25,000 

„ /Depreciation 

Machinery 12% j 12,000 

Furniture 15% W 7,500 

„ Net Profit ' ^54^500"' 

Rs. 4,55,000 


By Gross Profit 


) 


Rs. 

4,55,000 


Rs. 4,55,000 


Solution 


Business Income (Assessment year 1947.48) 


Net profit as per profit and Loss Account 

Add inadmissible expenses : — Rs. 

Reserve for doubtful debts 3,000 

Income-Tax 30,000 

Discount on Issue of Debentures 10,000 
Preliminary expenses 25,000 

Depreciation 19,500 


Less depreciation at prescribed rates 
Machinery 7% 7,000 
Furniture 6% 3,000 


Rs. 

2,54,500 


87,500 

3,42,000 

10,000 


Total Income Rs. 3,32,000 

Income tax payable on Rs. 3,32,000 at five annas in the 

rupee is Rs. 1,03,750 

Note* : 

I. Bonos to employees—’ This Is allowed being a icgulat payment year after year 
made to employees In addition to their ralary. 

12 
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a PiKiset on Pebccisrc »b 3 FwlhoUiiy Eutwei, Ulet U ciplul t»l«™ 
ire Iniiisnlnlblc. 

3. DtpitcUlior— R^precUtlon I> i^owtd >1 ib« pretenbed n'«i »®d tb«», In o» 4 « 
to 1 ’low il ibc pi*itnb»d titii the is* sot cbrejtd to lh« prefit ird !«•* *ce««tt b»» Wn 
idd»d to th* til profit ledUttt on deptcciauon »t prttcriW ntd h»«twt# dreiirtci 
to 1 relit it tb« tmble pit fit fiota bsiloti*. 

Illustration 42 

From the following particulars find out the amount of deprecia- 
tion and ob°ole«cence allowable for the assessment year 1946.47 
and 1917.48 

1 Buildings (second Cla«) u«ed for factory purposes, construe, 
ted during the year endmg 31st December 194} costing R°, 25,00, 09J 
Additions made during the years ending 31st Doc. 1914, 1945, 1946 
were Its 25,000, Its 15,000, and R« 30,000 respectively. 

2 Machinery— Purchased during the year ending 31s( Dec 1943 
at a prico of Rs 5,00,000 Additions made during tho years ending 
3M Dec 1944, 1945, 1946 were Rs 10,001, Rs 25,010 and Rs 5,009 
respectively In the years 1945, 194G tho machinery Worked under 
double shift for 100 and 200 days respect vely 

3 Four motor Lorries purchased during the year ending 31st 
Dec 1943 at R*. 4,000 each. Three lorries were purchased in 1944 at 
Rs 5,000 each In 1945 tw 0 lorries purchased in 1943 were exchanged 
by new lorries paying Rs 9,500 each, scrap value of old lorries being 
Rs. 825 each. In 1946 two lorries purchased m 1944, were changed 
by the new ones paying R s 7,000 each the *crap valuo of the old ones 
being Rs 1,000 each 

Solution 

Depreciation allowance lor the esiessoetl sears IS46-47 and 1947.48 


Buildings 
Machinery 
Motor Lorry 


1916.47 1947.48 

Rs Rs 

2 06,250 1,88,625 

38,118 40,472 

9,100 9,418.12.0 


Rs 2,53,468 

Obsolescence Claim lor the ieirs 1946—47 and 1947-48 

1946.47 

, Rs. 

Viritten down value of two lorries 4,500 

l*ess scrap value realised 1,650 


2,39,515 12.0 


1947.43 

Rs 

5,625 

2,000 


Obsolescence Claim 2,550 


3,625 


STATEMENT OF DEPRECIATION 

Buildings Machinery 

OG%l (7°') 

Cost of Erection dur.og the year ending Rs Rs 

T . . , 31.12 41~ 25,00,000 5,00,000 

Less depreciation for assessment year 

*4-45 2 50,000 35,000 
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Writton down value as at 1.1.44 22,50,000 

Addition during the year 1944 25,000 

~22, 75^000 

Less depreciation for assessment year 

45.40 2,27,500 

Writton down value as at 1.1.45 20,47,500 

Additions during the year 1945 15,000 

20,62,500 

Less depreciation during the year 46-47 2,06,250 

Written down value as at 1-1.46 18,56,250. 

Additions during the year 1946 30,000 

18,86,250 

Less depreciation for assessment year 47-48 1,88.625 
Written down value as on 1.1-47 16,97,625 


4.65.000 
10,000 

4.75.000 
33,250 

4.41.750 
25,000 

4.66.750 
3S,US^ 

4.28.632 
5,000 

4.33.632 
40,472** 


3,93,160 


> ‘ T . B. -This amount of depreciation has been arrived as follows 
For the assessment year 1946.47 

Depreciation on Rs. 4,66,750 @ 7% Rs. 32,672.8.0 

Add Double shift allowance for 100 days , 

@ 50% of the original depreciation 
i. e. 100/300 of 50% of Rs. 32,672.8.0 Rs. 5,445-8.0 


Total depreciation Rs. 38,US.0.0 


**For the year 1947-48 the depreciation has been calculated in 
the same way and amounts to (Rs. 30,354 plus 200/300 of 50% of 
Rs. 30354 i. e. Rs. 10.118)— Cs. 40,472. 

Motor Lorries 

Cost of 4 Lorries purchased during the year ending Rs. 

31st Dec. 1943 16,000 

Less Depreciation for the assessment year 

44.45 @ 25% 4,000 


Written down value as on '-1.44 ... ... 12,000 

Additions during the year 1944 ... ... 15,000 


27,000' 

Less depreciation for the assessment year 45-46 ... 6,750 


Written down value as on 1,1.45 ... ... 20,250 

Less written down value of 2 lorries purchased during 
the year 1943 (Cost Rs 8,000 Less Dep. Rs. 2,000= 

Rs. G,000 Less Dep.Rs. 1,500 ... ... 4,500 


15,750 
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Add cost of 2 lorries exchanged during the year 1945 
iRs 9 500X 2) Rs. 19,000 plus 1,630 {scrap taluo) ... 20,6.0 


Less depreciation for assessment year 194G-47 


36,400 
... 9,100 


Written down value as on 1-1-46 ... - -7/300 

Less written dawn value of 2 lorries purchased during 
the year 1944 (co«t Rs 10,000 less Dcp Rs. 2,500= 

Rs 7,500 le« Dcp 1,875) .. ... ... 2.623 


31,675 

Add Cost of Lorries Exchanged during the year 1946 
(Rs 7,000 X 2) Rs 14,000 plus Rs 2,000 (scrap value) 16,000 


37,675 

Less depreciation for the assessment year 1947.48 . . 9,418-12-0 

Written down vihie as on 1-1.47 .. ... 23,236- 4 0 


Illustration 43 

Mr X, a practising doctor, has prepared the following income, 
expenditure account for the year ending 31st March, 1947 You are 
required to prepare a statement showing his assessable income for 
income-tax purposes. 

INCOME AND EXPINDITUBE ACCOUNT 

Rs. i Rs 

8.000 | By Consultation fees . . 1,500 

6.000 f „ Visits fees ... 7,000 

t „ Gain on race course ... 5,000 1 

1,500 v r l> Bale proceeds of an 
560 J ancestral property 17,000- 
440 ^,, Dividend on Bhares ... 2,400, 

4.000 s „ Profit on sale of 
200 Government security. . 2,500 i 

2.000 -f „ Interest from Post 

5,500] 'Office Savings Bank ... 250‘ 

I /„ Gift from father.in.law 1,500. 
700 T „ Interest from Fixed 
8,900 j Deposit . ... 650 v 

37,800 37,800 

Solution 

Tushie Income Irom Prelesslon Rs. 

Net Income as per Income-Expenditure Account 8,900 
Add Inadmissible Expenses 

House. hold expenses ... 

. Car cost 

.y Travelling Expenses 

Charity and donation 


Rs. 

8,000 

6,000 

1,500 

560 


To 'House-hold Expenses’... 
„ Car purchased 
Travelling Expen<es 
from residence to office 
n Charity and donation : 
„ Income-tax .. . 

„ Salary 
„ Bonus 

» Gift to daughter 
„ Rent 

y., Furniture and Surgical 
Material 
n Net Income 



COMPUTATION OF INCOME— IV 


93 


Income-Tax ... 

. Gift to daughter 
•*• Furniture cost 

440 

2,000 

700 

19,200 

• 


28,100 

Less non.toxable Income 



Gain on race course (casual) 

Sale proceeds from ancestral house ... 
Profit on salo of securities 

Interest from Post Office Savings Bank 
Gift from fa-hor.in.law (casual) 

5,000 

17,000 

2.500 

250 

1.500 , 

26,250 



1,850 

Less Income not chargeable under this head 



Dividend from shares (to be taxed 
under the head Other Sources) 

Interest from fixed deposit (to bo taxed 
under tho head (Other Sources) ... 

2,400 

650 

3,050 

Loss under the head business 

• • • 

1,200 

STATEMENT OF TOTAL INCOME 


Income from other sources 

Tax deducted at source 

Rs. Rs. 

Dividend on shares (Gross) 

Interest from fixed doposit 

Less loss from business 

3,491 

650 

1,200 

1,091 

Taxable Income 

2,941 

1,091 


•>. Notes •* — Travelling Expenses do not form part of business and 
as such not allowed. 

2. Car and furniture cost are capital expenditure and therefore 
disallowed. However, the assessee can claim depreciation at pres- 
cribed rates on them. 

3. Gift to daughter is not a business expense and therefore 
not allowed. 

4. Charity and donation and income-tax are inadmissible 
expense. However, charity and donations would have been allowed 
had they been given to an institution or fund established in British 
India for purposes specified m the new Amendment Act, 1948, sec. 15B 
and approved by the Central Government. 

5. Gain on race course and gift from father. in-law are both 
casual incomes and therefore not taxable. 

6. Sale proceeds of ancestral house is not taxable as it is a 
capital receipt and is in respect of house occupied by the ancestors of 
the assessee. Evidently the house must have been occupied by them 
for more than 7 years. Any gain on it in excess of Rs. 15,000 would , 
have been taxable under the head capital gains had the house not 
been in the possession of owner or his ancestors for more than 

7 years. 
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7 Profit on sale of securities w a capital receipt and therefore 
t table under the bead ‘capital gam’ but as the amount is le« ti-vn 
Rs 15,000, It Is not taxable 

8 Interest from Post Office Savings Bank Account 's a non- 
taxable receipt 

9 Dividend on shares included In the Income and Expenditure 
account is a net receipt The tax must have been deducted on it at 
source It is, therefore, grossed ae follows — 

2400ofl6/n»Rs 3,491 

s^flluit ration 44 

The Profit & Lo** Account of the New Ayodhy* 8ugar Milts Co 
Ltd for the year ending list December, 1945 is as follows — 

To Stock of Sugar A Ps By Sale of Sugar & B* 

Molasses on 1-1 46 7,63,350 Molasses 2^2,621 

, Raw Material 8,4 o, 780 „ Sundry Receipts 2,571 

, 'Manufacturing „ Rent from farm 

Expenses 3,43,720 land 4,56i 


To Stock of Sugar A Rs 

Molasses on 1-1 46 7,63,350 
, Raw Material 8, 4a, 780 

, Manufacturing 

Expenses 3,43,720 

„ Government Cane 

Ce«s 40,270 

„ Duty on Sugar 4,50,750 

, Cost of changing 

Boiler 1 5,6.0 

„ Farm Expenditure 85,800 

„ Commission on Sale 7o 320 

„ Fire Insurance Pre- 
miums lh.llh ' 

„ Managing Agents 

Remuneration 30445 

, Directors’ Fee 13,700 

,, Auditor’s Fee 5,0J0 

i. Depreciation 
Machinery 12% 24 COO 
Buildings 5% 7,500 31,500 

{first class) 

„ Marketing charges 15,470 

„ Bet profit 4,50,315 


land 4,560 

„ Crops (Other tbsn 

Cane) 3,480 

>„ Stock of Sugar and 
, Molasses 6,27,870 


Re 31,81,100 


Ascertain the company’s taxable income from business taking 
following points m account . — 

1 The company owns a large agricultural farm and the entire 
cane, costing Re 2,70,830 produced during the year was used in 
the factory 

2 Sundry receipts inc'ude Rs 650 being sale proceeds of agr 1 - 
cultural equipments 

3 Fate of depreciation allowable on machinery is 9% on fint 
class buildings is 2J% if used for office, and 5% if used for factory 
One third of the buildings is used for office purposes 
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Solution 

Rs. 

Profit as per Profit and Loss Account 
Add in admissible expenses '* — 


Farm expenditure 

85,800 

Depreciation 

31,500 

Cost of changing boiler 


(Capital expenditure) 

15,650 


Less Average C3st of cane produced 
on the company’s farm 

Less Depreciation allowed : — 

Machinery 9 % 18,000 

Building used for Factory 5% 5,001)' 

Building used for office 2\% 1,250 


Rs. 

4,50,-315 


1,32,950 

5,83,265 

2,70,850 

3 12,415 

24,250 


Less Agricultural income 

Sales proceeds of agricultural equipment 650 
Rent from Farm land 4,560 

Value of crops other than cane 3,480 


2,88 165 

8,690 


Taxable income from business 


2,79,475 


N. B. 1. In case of sugar company which has its own farms, to 
determine the taxable income from business, the market value of 
agricultural produce which has been raised by the assessee or received 
by him in kind and is used as raw material is deducted from the total 
income of the company and such expenses as are incurred in con, 
nection with such production are not allowed. 

2. Cost of changing the boiler is capital expenditure hence not 
allowed. 

Illustration 45 

From the following Profit and Loss A/c and the informations 
given below ascertain the taxable Income of Celton Taxtile Mills Ltd, 
Kanpur, for the year ended 31st Dec., 1947. 


To Stock of Cloth Rs. 

1st Jan. 1947 7,20,000 

„ Cotton used 4,50,000 

„ Wages 3,50,000 

„ Cross Profit 7,50,000 


Rs. 

By sales ... 20,20,000 

„ Stock on 31st 

Dec., 1947 ... 2,50,000 


22,70,000 


22,70,000 



% 
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Rs 

To Office Expenses .. 

87,000 

„ Salaries 

1,45,000 

„ General charges 

23 700 

„ Donations 

4,300 

„ Rates & Insurance 

l,7o0 

tt Brokerage 

750 

„ Rent 

2,000 

„ Law Charges 

1,500 ' 

„ Income Tax 

1,03,000 

, Workmen’s welfare 


expenditure 

3,300 

„ Contribution to Staff 


Provident fund 

40,000 

„ Interest on debentures 

7,700 

„ Research expend ture 

32,000 

„ Depreciation 

78 500 

, Not Profit 

3,00,000- 


By Giwa Profit 
' , Dividend (gross) 
„ Profit on sale 
of securities 
„ Interest on fixed 
deposit 


V 


Rs 

7,50,000 

52,000 

.. 28,000 

500 


8 30,500 


8,30,500 


The follo win S particulars are also supplied — 

(1) Office expenses include Rs 47,000 in respect of the purchase 
of two Ocstetner Duplicators and four Remington typewriters 

(2) Donations include It* 3,000 given to the Gandhi Eye Hospital 
Aligarh which is recognized by the Central Government 

(3) Brokerage includes Its 250 paid to the brokers of the 
company for their undertaking to procure subscription for 1000 
ordinary shares of Us 100 each issued by the Company 

( 4 ) Rent was'paid in connection with the quarters occupied by 
the employees of the Company 

(5) Law charges include Its 500 for defending a suit before 
higher Income tax authorities 

(6) Workmen’s welfare expenditure include Its 1,300 incurred 
for the construction of a well for labourers 

(7lbjijof the research expenditure is a capital one 

(8) The Staff Provident Fund Is unrecognized 


(9) The actual depreciation allowable for assets used by the 
company s fewness is worked out at Rs 62,000 


Solution 


Profits a* per Profit and Loss AJc 
Add Inadmissible Expenses — 

Cbst of duplicators and typewriters 
(included in office expenses) 
Tjona'nons (unapproved by central Govt ) 
Brokerage \cap tal expenditure) 

Law charges 
Its come Tax 

Cost of well (capital) included in 
welfare expenses) 


1,300 

250 

500 

1,03,000 

uoo 


Rs 

3 00,000 
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Research expenditure (4/5 of Rs. 24,000) 19,200 
Staff Provident Fund (unrecognized) 40,000 

Depreciation • 78,500 2,91,050 


5.91,050 

Less income not chargeable under this head 


Dividend (under the head from 
other sources) 

Profit on sale of securities 

52,000 


(capital gain) 

Interest on fixed deposit (under 

28,000 


the head other sources) 

500 

80,500 

5,10,550 

Less actual depreciation ohargeablo 


62.000 

Taxable Income from business 

4,48,550 


Statement of Total Income 


Income from Business 4,48,550 

Income from other sources : — 

Dividend (Gross) ... 52,000 

Interest on fixed deposit ... 500 

Capital gains 28,000 


Total 5,29,050 


The income tax shall be payable by the Company on Rs. 5,29,030 
and super Tax on Rs. 5,04,050. 

Rote, 1 Donation to Gandhi Eye Hospital being a recognized 
charitable institution are exempt from income-tax but not from super- 
tax, hence while calculating the assessee’s income for super-tax pur- 
poses Rs. 3,000 whioh is given as donation will be added to his taxable 
income. 

2. In case of a company capital gains a~e exempt from_ super- 
tax. Hence company’s income in the above case has been arrived at 
for super Tax as under : — ' 

Taxable income Rs. 5,29,050 
Less capital gains 28,000 


5,01,050 

Add donations 3,000 


Rs, 


5,04,050 
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Illustration 46 

The following is tho Profit and Loss Acco mt of tho Eaghmsrl 
Tea Co Ltd , for the year ending 30 Sopt 1916 


Stock of tea 1.9 45 
Cultivation <& Manu 
f acturlng Charges 
Inland freight 
Commission 
And t Tee 
General Charges 
Director b fee 
xl Interest on debentures 
^ Bonus to Btaff 

Contribution to provi 
dent Fund 
Depreciation 
Income Tax 
Net Profit 


Rs 

3,48,560 

5,69 780 
25 170 
40,780 
3 000 
30,720 
15 000 
75 OOOvJ 
16750 

8.780 
35 000 

15.780 
2,10,730 


Rs 

Proceeds of tea sold 8 88930 
Interest on Investment 25,370 
Stock of tea 4,80 750 


13,95050 | 13,95,050 

Calculate the taxable Income of tho company bearing In 
mind the following facts — 

1 Depreciation allowable 
Rs 26,900 

2 Rs. 750 given in Bengal Relief Fund is Included la General 
charges 

3 Provident fund Is unrecognized 
Solution 

Statement of taxable Income from Cuslnosj 

Profit as per Profit & Loss Account 
Add Inadmissible expenses — 

Contribution to provident fund 8 780 

Depreciation 35 000 

Income tax 15 780 

Charity (included In general charges) 750 60,310 


prescribed rates amounts to 


Rs 

10 730 


Less depreciation allowed 


2,71 040 
26,900 


a interest on investments not chargeable 
under the head business 


Less 60? deemed to be agricultural income j'jj gg 2 

Taxable income from Bus ness 87 503 

N B (i) 6o% pTofiti of Tt a Comfamts art ttsarJtjTj ajri 
Cultural income and therefore not taxable 

Omtf— Charity i, inadnujjiHe E X {*nrt t 



CHAPTER Xlt 

COMPUTATION OF INCOME— V 

Capital Gains (See. .12 B.) 

Before the passing of the Indian Income-Tax (Amendment) Act 
of 1947, any profit made on sale of fixed assets was not liable to 
taxation. But the Amendment Act of 1947 introduced another source 
of income chargeable under the head ‘Capital Gains.’ 

Under this head as assessee is required, to pay tax in respect of 
all income, profits or gains which arise from the sale, exchange, or 
transfer of capital assets. 

Capital assets for this purpose have been defined by section 2 
(4A) and include property of any kind other than land from which the 
income derived by the assessee is agricultural income irrespective of 
the fact that whether they relate to his business or otherwise, but 
such assets do not include (i) any stock in trade, consumable stores 
or raw materials held for the purposes of his business, profession 
or vocation ; (ii) personal effects i. e. movable property 
including wearing apparel, jewellery and furniture held for personal 
use by the assessee or any member of his family dependent on 
him. 

Profits made on these assets are chargeable to income-tax subject 
to the following limitations : — 

1. Only such profit is taxable which is made on the sale, 
exchange, or transfer of an asset effected after 31st day of March 
1946 and prior to 1st April, 1948. Thus profits made on the sale 
prior to 31st March, 1946 and after 31st March, 1948, shall not be 
taken into consideration. In other words, profits under this head 
shall for the first time be taxable in the assessment year 1947.48 
and that too only to the extent that arise between 1st April, 1946 and 
31st March, 1948. Profits made on capital assets after 31st March, 1948, 
are not taxable. 

2. If the amount of such gains in any previous year does not 
exceed Rs. 15,000 no tax shall be payable by the assessee on such 
profits, nor such profits in that case be included in his total income. 

3. At the same time the assessee shall not be required to pay 
any tax on the sale, exchange, or transfer of any property , the 
income of which is chargeable under section 9 under the head 
property, provided such property is held by the assessee or his 
parent for a period of not less than seven years before the date of 
such sale. 

4. Transfer of capital assets in the following cases shall not be 
considered as sale for this purpose and hence any profit made thereof 
shall not be included in total income : — 

t (a) transfer by way of distribution of capital assets on the total 
or partial distribution of Hindu undivided family ? 
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(b) transfer by way of compulsory acquisition for publlo 

purposes ; t 

(c) transfer on a dissolution of firm or other association* of 
persons ; 

(d) transfer on the liquidation of a company ; 

(e) transfer under deed of gift, boquest, will or on Irrevocable 
trust , 

(/) transfer by a company to a subsidiary company, the whole 
of the share capital of which is held by the parent company or by the 
nominees thereof, provided the subsidiary company is resident in 
British India and is registered under Indian Companies Act 
Deductions allowed 

The amount of capital gains shall be computed after making the 
following deductions from the full value of the consideration of sale, 
exchange or transfer — ■ 

1 expenditure incurred solely m connection with such sale ; 

2 actual cost to the asses"ee of the asset including any 
expenditure of capital nature Incurred by him in making any additions 
or alterations 

Actual cost defined 

t Depredation and ac ual colt —If any depreciation allowance 
has been claimed on the asset In the past, the actual cost of the asset 
to the assesseo shall bo its written dawn value, which means actual 
cost (increased by all additions and decreased by all sales) minus total 
depreciation allowed to date 

a Assets acquired before isi January xp3g — The as«c«soo, if 
satisfies the Income Tax Officer may substitute the fair market value 
of the asset for the actual cost, in case of those assets which are 
aoquired by hun before 1st January, 1939. Such fair market value of 
the assets will be regarded as actual cost for computation of profit and 
shall be increased by all additions and reduced by all sales thereafter. 

3 Assets subject of negotiation of sale — In determining the 
actual cost in case of these assets which has been subject of negotia- 
tions for sale on any previous occasions, any option or other money 
received and retamed by the assesseo shall be deducted from the 
actual cost. 

4 Assets acquired by way of compulsory acquisition etc— If 
an assesses has obtained possession of an asset either by way of 
compulsory aequuition or on the dissolution of a firm or on the 
liquidation of a company, the actual cost to him shall be it3 actual 
cost to the previous owner But where the actual co^t of the previous 
owner cannot be ascertained the actual cost shall be fair market 
value on the date on which the capital asset becamo the property of 
the previous owner 

Capital assets used tor bustaess or residence, sold and new 
assets purchased instead 

In case of assets which were used for business purposes immedi- 
ately before such sale or which were used for the residence of the 
assesses or his parent In the t»o years immediately preceding the 
sale and the assessee has purchased a new asset (either one year 
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before or after the sale for the same purpose, tax on profits of such 
sale may at the option of the assessee, if he so elects in writing be 
computed as under : — 

( a ) if the amount of the capital gain is greater than the asset : — 
the difference between the amount of capital gain and the cost 
of the new asset shall be charged as the income of the previous year 
provided such difference exceeds Rs. 15,000. At the same time while 
computing the capital gain of the new asset or allowances on account 
of depreciation or obsolescence, the cost or the written down value of 
the asset shall be nil. For example if the capital gain made on the 
sale of the capital asset amounts to Rs 50,000 and the cost of the new 
asset purchased is Rs. 30,000, the difference of the two viz- 
[Rs. 50,000 — Rs. 30,000] Hs. 20,000 shall be included in his income 
under this head. But in arriving at the capital profit on the sale or 
transfer of the new asset the cost of the asset shall be considered nil, 
i. e., supposing this asset after certain time is sold for Rs. 35,000 
then the capital gain on this asset shall be Rs. 35,000 minus the cost 
of the asset which shall be zero in this case, is equal to Rs. 35,000. 

If the capital gain made on the sale of the capital asset is 
Rs. 40,000 and the cost of the new asset purchased is Rs. 30,000, the 
. difference of the two amounts to Rs. 10,000 which being below 
15,000, the minimum taxable limit under capital gains, shall not be 
charged at all. 

[b] if the amount of capital gain is equal or less than the 
new asset : — 

[i] the capital gain shall not be charged at all. ' 

[iij But for the purpose of computing the capital gain or any 
allowance in respect of depreciation arising from the sale, exchange 
or transfer of the new asset the cost or the written down value shall 
be reduced by this amount of gain. 

Supposing for example the capital gain is Rs, ?0,000 and the 
value of the asset purchased is Rs. 50,000 then the capital gain of 
Rs. 30,000 shall not be taxed here. But in computing the gain on 
this asset when sold the cost of the asset shall be the cost minus the 
capital gains so made i. e.. [Rs. 50,000— Rs. 30,000] Rs. 20,000 and if 
supposing the asset is sold for Rs. 55,000 the capital gain shall be the 
sale price minus cost i. e., [Rs. 55,000 minus Rs. 20,000] Rs. 35,000 on 
which the assessee shall be required to pay tax. 

It must be noted, however, that this privilege is allowed only 
when the new asset has been purchased either one year before or after 
the sale of the asset and the new asset has been acquired for the same 
purpose. However, the period within which the new asset must have 
been purchased, may be extended by the Income Tax Officer with the 
previous approval of the Inspecting Assistant Commissioner, in cases 
where assessee in spite of due diligence could not purchase the asset 
within the specified time. This extention shall be permitted only in 
case of Plant and Machinery. 

Evasion 

In case a person acquires a capital asset from the assessee with 
whom ho is dirootlyor indirectly connected and the sale, exchange and 
transfer has been effected with the object of avoidance of tax under 
this head the Income-Tax Officer may, with the prior approval of the 
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Inspecting Assistant Commissioner, regard the fair market value of 
the consideration and may compute the capital gain accordingly. 

Bates ot Tax on Capital Cains [ Sec. 1 7 (6) (7) I 

Where the tohd income oi an assesses, not being a company , 
includes any income chargeable under the head ‘Capital Gains , the 
tax, including super tax, payable by him on his total income 
shall be 2 — 

( 1 ) Income-tax and super-tax payablo on his total income as 
reduced by the amount of such inclusion, had such reduced income 
been his total income, p*us . — 

(ti) income-tax on the whole amount of such inclusion at Iho 
following rates, namely •— 
wherB such amount— 

exceeds R 3 . 15,000 but does not exceed Rs 50,000 One a. in rupee 

„ 50,000 but does not exceed 2,00,000 Two as. in rupee 

„ 2,00,000 but does not exceed 5,00,000 Throe as in rupee 

„ 5,00,000 but does not exceed 10,00,000 Four as. in rupee 

„ 10,00,000 Five as in rupee 

Provided that where owing to the fact that the amount of such 
inclusion has exceedod a certain limit, income-tax thereon is payable 
or is payable at a higher rate, the amount of income-tax so payable 
shall be reduced so as not to exceed — 

(a) the amount which would have been payable if the amount of 
such inclusion has not exceeded that limit, plus : — 

(b) one.half of the amount by whtch the amount of such 
inclusion exceeds that limit 

Where the total income of a company includes any income 
chargeable under the head ‘capital ga ns’ the super.tax payable by 
the company w any year shall be reduced by an amount computed 
on that part of its total income which consists of such inclusion at the 
rate of super.tax (excluding the additional super.tax, if any) specified 
in the case of a Company by the Annual Act of Central Legislature 
fixing the rates of tax for that year. 

Any Income chargeable under this head ehall not be taken into 
account for any of the purposes of advanced payment of tax, 
JSfc. 18 A ( 12 ) ] 

Example 

To explain the effects of the proviso of sub-section (i<) the 
following example may be taken. 

If the assessee* s capital gains amount to Rs. 15,100, tax payable 
would be calculated as under. 

On Rs. 15,000 Ud 

On Rs 100 i0 (i e. not exceeding 

half of the income above taxable limit) 

In other words he would pay tax of Rs 50 and not on Rs 15,100 
at one anna in the rupee (t i* Rs 943 as. 12) as the income falls in 
the first group of the rate. 
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Illustration 47 

A had the following income for the year ending 31st March, 
1948 : — 

Income from Business Rs. 28,500 

Gain on the sale of Securities Rs. 50,600 

Income from Property (Taxable) Rs. 3,500 

Compute his taxable income and tax payable by him for the 
assessment year 1948-49. 

Solution 

STATEMENT OF TOTAL INCOME 



Rs. 

Income from business 

28,500 

Income from Property 

3,500 

Capital Gains 

50,600 

Total Income 

82,600 


Tax payable on Rs. 32,000 will be calculated as follows : — 
Total Income . . Rs. 32,000 

Less earned income allowance on 

Business income ... ... Rs. 4,000 

Taxable income ... Rs, 28,000 


Rs. a. p. 

Income Tax payable on Rs. 28,000 would be 6,000 0 0 

Super-tax payable on Rs. 32,000 

Rs. a. P- 

on Rs. 28,500 (Earned) ... 779 4 9 

on Rs. 3,500 (Unearned) ... 143 8 10 

922 13 7 

Income Tax on r apital Gains* ... ... v 3,425 0 0 


Total ... 10,347 13 7 


N.B.* 

on Rs. 50,000 at one anna in the rupee ... Rs. 3,125 

on Rs. 600 (one half on the amount) ... ... Rs. 300 


Rs, 3,425 


Set of! o! Losses Sec. 24 ( 2 A) ( 2 B) 

(a) Where the loss sustained is a loss falling under the head 
‘Capital Gain’, such loss shall not be set off except against any profits 
and gains falling under that head. 

(b) Where an assessee sustains a loss snoh as is referred to 
above and the loss cannot be wholly set off in accordance with the 
provisions of that sub.section, the portion p<?t so set off shall bp 
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carried forward to the following year and sot off against capital Rain*! 
for that year, and if it cannot beset off, the amount thereof not so 
sot off shall bo carried forward to the following year and so on But 
no such loss shall be so carried forward for more than six years. 

Provided that where the loss sustained in any previous year does 
not exceed fifteen thousand rupees, it shall not be carried forward. 

But m view of the recent amendment to Section 12 B by tho 
Finance Act of 1349 ( apital profits a*e not taxable In the assessment 
yearl9i9-50 Evidently tho Capital Josses which can be ret off only 
against the income arising under the samohoad cannot be set off 
against the income under other heads and hence tho carry forward 
of the Capital losses also lapses in tho assessment year 1949.50. In 
other words past Josses of Capital nature can bo earned forward only 
upto the assessment year 1918.49. 



CHAPTER XIII 

COMPUTATION OF INCOME— VT 

INCOME FROM OTHER SOURCES— SEC. 12 

T All income, profit or gains which are chargeable under Hi* 
Income Tax Act and which is not covered under the former five heads 
of income Salaries, Interest on Securities, Income from Property 
Profits and Gams of Business, Profession or Vocation and Capital 
Gams, are taxable under the head Other Sources, e g. Dividends 

° D DeP0S “ 5 ' &amtaer ' s 

expenditure which is incurred solely for- the purpose of making or 
earning such income. It must be noted, however, that the following 
thishead fff endltures are not admissible in computing income unde? 

1- Personal expenses of the assessee. 

•o * Interest P aid outside British India, other than Interest on 
Public Loans issued before 1st April 1938 and on which tax at sourle 
has not been deducted. source 

3. Salaries paid outside British India on whica tax at source has 
not been paid or deducted. ias 

Machinery and Fnrnlture on Hire 

an asEess0 ° } et f on hire machinery, plant or furniture 
which is his own property he will be entitled to deduct from hi! 
income from hire insurance premiums, current repairs, depreciation and 
. obsolescence If the assessee lets on hire machinery, plant !r furni 
ture along with his buildings and letting out of buildings is insepara’ 

ble from letting of machinery, plant or furniture e.g, Cinema House’ 

h„ will be allowed to deduct from such hire mcome LSance 

bSngTas wT MPairS ’ and depie ' l£ “ i °“ 1“ respeot of “oh 

Managing Agency Commission 

When a managing agent of a company has agreed to share hid 
^ommission for adequate consideration with a third party, each 
party shall be liable to pay tax on his own share of commission 
and that would be included in his individual assessment But 
before this privilege is allowed the party shall be required to 
fiie a declaration showing the proportion in which such commission 
is shared between them and also shall be required to give proof to 

SKSSSSSa. 0 * ^ Income - Tax 0fficer of the facts contained in 

Income included nnder this head 

or Indian S State? S 01 pension received from a Foreign Government 

14 
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2 Annuities which are considered for the puTposo of tho Act 
os income, profits or gams are chargeable under this hcaJ 

3 Interest other than interest on securities 

4 Dividends from companies 

5 Income from budding kept on lease 

6 Income from vacant land let out in Urban ureas for the 
purpose of storing materials 

7 Income from land not attached to buildings. Sec 9 fl] 

8 Income from rent and royalt es of mines and colliene*, 
royalties on books, commission, and D rector's Fee 

9 Ground rent. 

10 Agricultural income which is chargeable 

y ll Remittances received by a resident from a non-resideat 

Dividends Irom companies 

Dividends as defined by Section 2 (6A) includes in addition to 
ordinary dividends the following kinds of distributions as well — • 

(0 distribution of accumulated profits, capital txed or not, by 
way of releasing of all or any part of the asset of a company , 

(ll) distribution of debentures to tho extent to whi"h the 
company has accumulated profit and the question whether the distri- 
bution entails tho release of any os«et of the company or not, does 
not ati.se m this ca^e , 

(ill) d stiibution of the accumulated profits on tho liquidation 
of the company It wdl be included for the purpose of taxation only 
if the accumulated profits aro«e within six years oi liquidat on 

fn>) distribution of the accumulated profits by way of the reduc- 
tion of ordinary oapital 

Accumulated profits as used above do not include capital gains of 
any previous year for the assessment for tho year ending 31st 
March 19 4b. 


Corapnlatlon of {ross dlv Idend-Sec 16 (a) 

Dividends received by an as'e^see shall be deemed to be the 
Income of the year in which they are paid, credited or distributed 
and Bhallbo Increased proportionately by the amount of income tax 
(but not super taxi applicable to the total Income of the company in 
which It is pa d, credited or distributed e g , d vjdend declared on 1st 
March 194o, payable on or after 15th April 1945, shall be deemed 
to be the income of the year 1945 46 and shall be grossed up at the 
Tates of tax ruling on the date of payment 

All d vldends are treated as taxed at source m the hands of the 
company even when they are paid ‘free of tax Consequently they 
shall be increased proportionately by the amount of Income Tax paid 
by the company in respect of them. 


It must be noted, however, that where only a portion of the 
company a profits are taxable because a part of them has been 
{ . rom non-tax able sources such as agricultural income or 
t s ® curit l es ' ‘he amount of Ur winch shall 
be added to the net dividend received with a view to gross it ud shall 
•l»b. promt™.!, to thotaabl. profits of th , compso^ bot lt 
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must be remembered tbat in spite of tlie fact that a part of tbe 
profits of tbe company have been derived from non.taxable sources 
and are, therefore, not taxable in the hands of the company but 
the whole of the dividends in the hands of the shareholders are 
taxable. 

The dividend received by a shareholder, therefore, is always net 
and may be grossed up as under : — v 

Gross dividend= ^ e ^djvihend, ^ w k ere * r > xe p rG sents the maxi- 
mum rate of income-tax in pies per rupee applicable to the company’s 
profits and ‘p’ represents the percentage of the company’s profits 
which are liable to income-tax. 

Illustration 48 

X received during the year ended 31st, December 1946 dividends 
amounting to Its. 1,340. Calculate the gross dividend for inclusion in 
his total income (a) if the company’s profits are taxable cent per cent ; 
(b) if 80% of the profits of the company are taxable. 

Solution 

Gross dividend will be calculated as under : — 

(a) in case where whole profits of the company are taxable — 

., , Net dividend 

Gross dividend , — 

1 — rp 

1340 

~i - (wm.\ 

\192 X 100 / 


— Ks. 1,949.1 0. 

(b) in case whore 80% profits of the company are taxable- 

1340 


Gross dividend 


Rs. 1 — 


( 


60 


80_\ 
“10 0 / 


192 

= Rs. 1,786-11.0. 

Dividend in case of companies whose part oi the profits are 
taxed under a Provincial Agricultural Income-Tax Act — 

In case of dividends received from companies a portion of whose 
profits have been taxed under Indian Income-Tax Act and a portion 
has been taxed under the Provincial Agricultural Income-Tax Act 
shall be grossed up as under — 

„ ,. ., , Net dividend , , ,, 

Gross dtvidend= — .y- > where r represents the maxi- 

mum rate of- tax in pms per rupee, ‘p’ represents percentage of the 
company’s profits in respect of which income-tax has been paid to the 
Government of India, r’ represents the maximum rate of Provincial 
Agricultural Income-Tax in pies per rupee and p’ represents the per- 
centage of the company’s profits in respect of which Agricultural 
Income-Tax has been paid to Provincial Government. 

Illustration 49 


Pind out the amount gross dividend from the following 
particulars 
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Amount of dividend received Rs 1,000, 40% of which taxed t>£ 
the Central Government at 60 pies per rupee and balance or 60^ 
was taxed by the Provincial Government at 40 p es per rupee 
Solution 

„ , a _ s __ Net dividend 

OTO.diT.araa - TnESTi-Fr 

Re 1,000 


f 40 , 


60 


60 


V.100 *192 T 100 


<i!L) 

*•192/ 


-Us 1,933.5 0 

Credit to atlttieet for tax paid on dividend* received 

Any sum by whtch the net dividend is increased ehaJl be treated 
as income-tax pud on behalf of the shareholders and credit for It 
shall be given to them in their assessment When computing the 
total income of the asse«see, it 13 the dividends at gross figures that 
shall bo included m their total mcime and after dotorm-ning the t n 
payable on the total income the ahareho'der shall be given a credit for 
the tec thus doomed to have been paid on his behalf by tho company, 
and any difference being payab’e or refundable to him 

Income-tax on dividends in respect of which tax is deemed to 
have been paid under Sec 49 B in British India shall be charged at 
the rate spec Red In the Finance Act of 1913 In the assessment year 
1949-50 the amount of income tax will be tho same on tho same 
amount of suoh dividend as m the assessment year 1948.49 

Miscellaneous Examples showing computation of Income.tar 
on income derived from the various sources as discussed in the 
previous chapters — 

Illustration SO 

The total Income of a person daring the year 1948 ended 3lst 
December was Rs 60,000 Find out tho total amount of income-tax 
payable by him if his income was derived from the following 
sources — 


Rs 10,000 from salary , Rs 20,000 from interest on Securities ; 
Rs. 15,000 from business ; and Rs, 15,000 (taxable) from property 


fcTA’mtfPTC O? TOT At. 1MCOME 


Rs 

Income from Salary ... 10,000 

Income from Securities , . .. 20,000 

Income from Property (taxable) . 15,000 

Income from Business ... .. 15,000 

Total Income • 60,000 

Less Earned Income allowance - 4,000 

Taxable Income . 56,000 


Income Tax on 
Rs 20,000 Interest on 


Rs 28,000 (Rs, 10 000 {.alary)+ 
Secarites — Rf. 2,000(1/5 of 


Rs 
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28 000 

Rs. 10,000 as earned income allowance) being gQ*QQQ~ 

of total income tax payable on Rs. 60,000 according to 

the rates specified in the Finance Act of 1948 ... 6,883 5 4 

Income Tax on Rs. 28,000 (Rs. 15,000 (Business)-f- 
Rs. 15,000 (property)— Rs. 2,000 for earned income 
allowance (out of Ks 4,000 maximum allowance Rs. 2,000 

being already provided on salary) being the 

total income tax payable on Rs. 60,000 according to the 

present rates specified in the Finance Act of 1949 ... 6,821 5 8 

Total Income-tax payable ... 13,704 11 0 

Note. The Income Tax on above incomes has been computed 
as below : — 

Income Tax on Salary and interest on security : — 

Income Tax on Rs. 60,000 after allowing Rs. 4,000 for earned 
income allowance according to the rates specified in the Finance Act 
of 1948. 

Rs. a. p 

on Rs. 1.500 ... Nil 

on Rs. 3,500 ... 218 12 0 

on Rs. 5,000 ... 625 0 0 

on Rs. 5,000 ... 1,093 12 0 

on Rs. 41,000 ... 12,812 8 0 

Total ... 14,750 0 0 

28 000 

Income Tax on Rs. 28,000= go^oQ - ^ 14,?50=Rs. 6,883,5-4 

Income Tax on Property and Business Income : — 

' Income Tax on Rs. 60,000 after allowing Rs. 4,000 for earned 
income allowance according to the rates specified in the Finance Act 
of 1949. 

Rs. a. p. 

on Rs. 1,500 ... Nil 

onRs. 3,500 ... 164 1 0 

on Rs. 5,000 ... 546 14 0 

on Rs. 5,000 ... 1,093 12 0 

onRs 41,000 ... 12,812 8 0 

Total “ 14,617 3 0 


Income Tax onRs 28/00 = 6Q -“-of Rs. 14,617.3= Rs. 6,821-5,8. 

Illustration 51 

The total income . of Mr. A during the year 1948 ended 31st 
December 1948 was Rs. 60,000. Find out the total amount of income 
tax payable by A if his income was derived from the following 
sources : — 



no 
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Us 10,000 Salaries, Rs. 20,000 from Securities, Rs 30,000 
(taxable) from property 


STATEMENT OF A’g TOTAL INCOME 



Rs 

Income from salary .. ... 

10,000 

Income from securities 

... 20 000 

Income from property .taxable) 

30,000 

Total Income 

60,000 

Less Earned Income allowance 

2,000 

Taxable Income 

58,000 


Rs a. P 

Income tar on Rs 28,000 (Rs 10,000 silary-f- 
Rs 2,000 ((Interest) -Rs 2,000 for oamed income 

00 f)QQ 

allowance on Rs 10,000) being ^ QQQ - of total Income 
tax payable on Rs 60,000 according to the rates specified 
in the Finance Act of 1948 ... .. . . 7,175 0 0 

Income tax on Rs 30,000 (Income from property) 

TO 000 

b olng - g^Q Q Q ~ of the total lncomo.tax payable accord, 
mg to the rates specified in the Finance Act of 1949 .. . 7,621 1 C 

Total tax payable ... 14,796 1 6 

Note. The income tax on above Incomes has been computed 
as below — 

Income-tax on Salary and Interest on Security *— * 

Income Tax on Rs C0,C 00 after allowing Ra 2,000 for earned 
income allowance (being only Rs 10,000 as earned income) according 
to the rates specified in the > inance Act of 1948. 

Rs a p 

onRs. 1,5(0 .. Nil 

on Rs. 3,500 .. 218 12 0 

onRs. 5,000 .. 625 0 0 

onRs. 5,000 ... 1,093 12 0 

on Ra 43,000 .. 13,437 8 0 

Total ... 15,375 0 0 


IncomeTaxonRs 28,000=-— of Rs. 15375= Rs 7175 
Income Tax on Property income — > 


Income Tax on Rs 60,000 aftor allowance Rs 2,000 for earned 
boms on], R._ 10,000 as earned Income) 
according to the present rates specified m the-Financo Act of 1949 
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on Rs. 1,500 
on Rs. 3,500 
on Rs. 5,000 
on Rs. 5,000 
on Rs. 43,000 


Rs. a. p. 
Nil 

164 1 0 
54G 14 0 
1)093 12 0 
13,43? 8 0 


Total i 15,242 3 0 


Income Tax on Rs. 30,000 = of Rs. 15,242.3 - Rs. 7,621-1-6 

Illustration 52 

A’s total Income during the year 1948 ended 31st December 
was Rs, 60,000- Find out the total amount of income-tax payable • 
by A if his income was derived from the following sources : — 

Rs. 30,000 from securities, Rs. 30,000 (taxable) from property 


statement of a’s total income 

Income from Securities 
Income from Property (taxable) 

Total Income 

Income Tax on Rs. 30,000 (Interest from 

Securities) being g^^ of total income tax 

payable on Rs. 60,000 according to Finance 
Act 1948 

Income-tax on Rs. 30,000 (Income from property) 

being |^|f^f of total income-tax on Rs. 60,000 
bUUUU 

according to the present rates applicable in the 
assessment year 1949 50 

Total Income tax payable 


Rs. 

30,000 

30.000 

60.000 
Rs. as. 
8,000 0 


P. 

0 


7933 9 


15,933 9 6 


N. B. The Income tax on above incomes has been computed 
as below : — 

Income Tax on Security interest : — 

Income Tax on Rs. 60,000 (there being no earned income 
allowance -as there is no earned income) according to the rates 
specified in the Finance Aot of 1948 

on Rs. 1,500 Nil 

onRs. 3,500 218 12 0. 

on Rs. 5,000 625 0 0 

on Rs. 5,000 1,093 12 0 

on Rs. 45,000 14,032 1 0 


Total 16.000 0 .0 


Income Tax on Rs. 30,000= ^^of Rs. 16,000 


*= Rs. 8,000 
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Income tar on property income — 

Income tax on Ha 60 000 (there brine no earned income 
allowance as there is no earne I income) -coord ng to the present rates 
specified in the Finance Act of 1949 

on Its 1,500 Nil 

on Ks 3,500 1G4 t 0 

on Its 5000 54^ 24 0 

on Rs 5,000 1,093 1 0 

on Bs 45 000 14 062 8 0 

Total la 867 3 0 


Income I ax payable on Rs = of Rs 15,857 5 0 

»Ra 7,933 9 6 

— Illustration 53 

Below are the particulars of X’s income for the year 1948 ended 
31st December 

(ol Salary Rs 800 per month from which deduction was made 
for contribution to the recognized providend funl at G)% The 
employer also contributed the similar amount and the intere°t on 
the amount of the fund for the year was Rs 800 

(b) 5% interest on Rs 20,000 Tax Free Govt Securities 

(c) 6% dividend on 500 ordinary shares of Rs 100 each 

(d) Rs 10,000 from a registered firm of which X is a partner 

(e) 6,000 from property 

During the year X paid Rs 6,000 as insurance premium 
Solution 

STATEMENT x’s TOTAL INCOME Tax deducted at source 
Income from Salary Ks as p 

Salary for 12 month 9,600 

Employers contribution to 600 '* 

the P/F 

Interest on P/F 800 11,000 693 12 0 

Income from Securities 
Income from Tax Free 

Govt Securities lOOQ 

Income from property 6 000 

Less 1/6 for repairs 1,000 5,000 ' 

Income from Business jq qqq 

Income from other Sources 

Div dend on ordinary shares 3 oqq g g 

Total Income 30 0*) 1,63~ 4 0 
Less Earned income allowance 4 qqq 

Taxable Income 26 O00 
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Exempted Income : — Rs. 

Tax free Interest 1,000 

Contribution to P/F 1,200 

Interest on P/F 800 

•Life Insurance premium 3,567 


Total 6,567 


Rs, as. p. 


2,293 5 4 


2,306 9 0 
4599 14 4 


Average rate of tax= - — ! — WoilCF - = pies per rupee 



Rs. 

as. 

P. 

Total Income Tax 

4,599 

14 

4 

Less rebate on Rs. 6,567 (exempted income) at 
the average rate is 33.968 pies per rupee. 

1,161 

13 

0 

Total Tax payable by X 

3,438 

1 

4 

Less tax deducted at source 

1,631 

4 

0 

Income Tax now payable 

1,806 

13 

1 


N. B. Super-tax on the income of X has not been calculated. 


Income Tax on Rs, 12,800 (Rs. 11,000 (Salary)+ 
Rs 1,000 (tax free interest) +Rs. 3,000 (dividend) — 
Rs. 2,200 earned income allowance on Rs. 11,000 

12 800 

(salary) at ^qqq of total tax on Rs, 30,000 accord- 
ing to rates specified in the Fipance Act, 194S - 

Income Tax on Rs. 13,200 (Rs. 5,000 (property) 
+Rs. 10,000 (Business)— Rs. 1,800 as earned income 

13 200 

allowance) at g Q^Q Q of total tax on Rs. 30,000 accord- 
ing to the present rates specified in the Finance Act 
of 1949 

Tax 


■Or- A 500 1 A A 
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TAXATION AT SOURCE AND INFORMATION 
AT SOURCE 

( Sec 18 ) 

The question of taxation at source has attained a position of 
importance in the taxation system of a country Taxation at source 
involves deduction of tax at tne soiree of the receipt of income bet ore 
its actual receipt hy the tax payor For instance a person who 
holds shares in a joint stock company, the income which he earns on 
his shares s taxed at the full standard rates before he gets it If the 
rate proves to be h gher than he ought to pay, he can claim n refund 
The compira es profits are always taxed at tho maximum rate so that 
the revenue may not suffer In any way and the burden of claiming 
refunds rests on the tax payer 
Salaries 

Section 18 casts upon an employer, the responsibility of 
recover ng Income Tax as well as Super Tax on the amount payable at 
the rate representing the average of rates applicable to the estimated 
total incomo of the a'ses«ce under the head Salaries* The tax is to 
he deducted monthly and remitted to Income Tax Officer, Salaries 
branch. 

In case of making any payment on account of salary to a 
non resident any person responsible for such payment must deduct 
income tax at maximum rate and Super Tax at the rate or rates 
applicable to the estlmatod incomo of the as^essee under this head. 

However, if a »on.res dent employee receives a cert ficate from 
Income Tax Officer for hia total income or total world income is below 
the chargeable minimum limit or is liable at a lesser rate, the deduction 
of tax, both income tax and super tax, either shah not ho made or made 
a* lower rate * 

In ca c e salary is payable outsido British India by or on behalf 
of the Government tax thereon must ba deducted In India and such 
salary to bo converted into rupees at tho prescribed rate of Is 6d to 
the rupee 

Employer s responsibility 

1 The employer can increase or reduce ihe amount of tax to 
bB deducted in order to adjust any excess or deficiency arising out of 
any previous deductions or failure to deduct 

2 Where the deduction is made by the employers other than 
the Government they are required to forward to the Income Tax 
Officer a statement showing the prescribed particulars 

3 While calculating the monthly amount of the tax deductible 
from salary the employers can allow rebate on account of income tax 
(and not of super tax) at the average rate of income-tax applicable to 
the employee e total income from salary m respect of the following 
dp.auctttms iSnn 1 >1 — . 
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(f) Sums deducted for securing the deferred annuity to him 
for making provision for his wife or children. 

(if) Employees contribution to the Provident Fund to which 
Act of 1925 applies or to a recognized provident fund or super- 
annuation fund. 

(iii) Premiums paid by the assossee for life insurance provided 
the employer is satisfied about the amount of the premium. 

Further for the purposes of making any deduction of income-tax 
in the year beginning on the 1st day of April, 1949, under sub-section 
(2) or sub-section (2 B) of Sec. 18 of the Income-Tax Act from any 
earned income chargeable under the head “salaries", the estimated 
total income of the assessee under this head, shall in computing the 
income-tax to be deducted, be reduced by amount equal to 1/5 of 
such earned income, but not exceeding in any case Rs. 4,000. but no 
abatement shall be allowed by the person responsible for paying the 
salary in respect of any donations made by the assessee to which 
Sec. 15 B of the Income-tax Act is or may be applied 

However the employer while allowing an abatement on account 
of above deductions need not carry out a check to see whether the 
abatement claim exceeds the 3/6 of the salary or Rs. 6,000 or Rs. 12,000 
(vide Income Tax Manual, page 258). 

interest on Securities 

Then again any person responsible for paying any income 
chargeable under the head securities shall at the time of payment 
deduct income-tax and not super-tax at the maximum rate. Ho income 
tax is to be deducted from interest on treasury bills which is really 
discount. 

It must be noted, however, that if the owner of the security gets 
a certificate from Income Tax Officer that his total income or Total 
World Income is less than minimum liable to tax is only liable to a 
lower rate, the person paying interest shall pay it without deduction 
or shall deduct income-tax at lower rate. 

The person liable to make such deduction is also required to 
give a certificate in the prescribed from containing the particulars 
of the deduction to the person form whose interest income tax has 
been deducted. He is also required to send to the Income-Tax Officer 
a statement containing the prescribed particulars. 

Interest to non-residents 

Similarly any person responsible for paying to a person not 
resident any interest not being interest on securities or any sum 
chargeable under the Act must deduct Income-Tax at maximum rate 
unless he is himself liable to pay it as an agent. Here ‘any person’ 
includes banks as well. Banks, as pointed out by the Federation of 
Chambers, are now liable to deduct income tax and super-tax on all 
interest to any non-resident. This is based on grounds of equity as 
when other traders can be treated as agent of residents for this pur- 
pose, there is no reason why banks whatever their status, should not 
be brought in line with them* 

' Super-tax on sums paid .to non-residents as above must also be 
deducted at the direction of and at the rates determined by the Income 

•Memorandum of the Federation of Chamher.of Commerce and industry. 
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Tax 0 fllccr But « hen no such direction » h»to been «*•£$* /*?£ 
the Inoome Tax Officer, the super, tax shall be deducted at the 
appropriate rates on the Bum payable 


Dividends 

Income-tax on dividend is paid by the company direct and such 
a payment may be said to bo o ‘taxation at BoOree’ as distinct Irom 
‘deduction at source* A. dividend Is the income of the previous year 
of a shareholder in which it is paid and it is taxed at 'origin the net 
dividend received is to be grossed up for inclusion In the total income 
of tho asoesseo as explained in Chapter XIII Income-tax paid on such 
dividends is deemed to liave been pa'd by the rhareholder who 1* 
allowed credit for tho same A. shareholder is not allowed any credit 
of super tax paid on such dividends as supor.tax In case of a 
company is a corporation tax, which a company is required to pay 
on account of tho privilege of their corporate life 

Buper.tax on dividends paid to non residents Is to be deducted at 
tho direction of Income Tax Officer or in tho absonee of suoh direction 
at tho rate applicable to tho total dividend paid to tho shareholder. 

The company «s also required to give a certificate io WWf 
shareholder to the effect) that tho profits of tho company out of which 
tho dividend is pa'd, have cither been assessed to Income tax or will 
bo ns'essed to income tax, ns also Indicating the amount of tax so paid 
A. statement containing tho prescribed information os to dividend 
« also to be forwarded by tho company to the Income.Tax Officer. 

General 


1. All sums deducted must be paul wilbln proscribed time 
to tho credit of the Central Government 


2 If a person who la responsible to dodn t inoome tax as 
described abovo fails to deduct suoh tax, he shall bo personally 
responsible for payment of such tax os if ho is an asses ’■oe In default. 


3 All deductions made under the above provisions and paid to 
the Government shall bo deemed to be Income Tecoived by the a'sessoe 

4 Amount so deducted will be treated as payment of Income, 
tax or euper.tax on behalf of tho person from whose Income they 
have been deducted and credit for the same shall bo given to him In 
his assessment for next year 


This principle of taxation at source has been of Immenso bonefit 

to the TBVenne collecting authorities as well as to the tax-payers. The 
tax.paycra fed the least burden of a tax which is deducted Without 
the money actually passing through their hands It also avoids 
possible evasion of the tax and thus Increases the revenue of the 
Government The importance and benefits of this principle of 
taxation at source cannot bo denied and is clear from the following 
extract taken from the Report of the British Royal Commission of 
Inoome Tax, 1920 

"Taxation by deduction at source Is of paramount importance 
ly mg as It does at the very root of our Income tax system. We are 
convinced that to abandon taxatiou at the source would involve an 
enormous loss of revenue and would throw upon scruplous, honest and 
careful taxpayers an unfair share of the burden imposed by taxation 
necessary for tho country’s needs We are not satisfied that any 
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system of information at the source would be a practical and efficient 
substitute and it would be a source of trouble and irritation to the 
community.” 

The alternative method to taxation at source is what is known 
as “information at source.” It is followed in Germany, Italy and 
Switzerland and other continental countries. In U. S. A. when 
the tax was levied after the civil war 'information at sourco* was 
followed. Under this system detailed reports are submitted to 
Government with information regarding the names and addresses 
and the amounts paid. 

It is not easy to bring out the advantages or otherwise of one 
method over the other. It all depends upon the history and past 
experience of tax in any country. But the method of collection of tax 
is said to have the following advantages : - 

Evasion is prevented as the tax payer whose rate is less than 
the company’s rate has to submit a full return of his income in respect 
of which tax at source has been collected. When the tax is convenient 
and certain of collection. But the darker side is not very far hidden. 
The state collects large amounts to which it has in certain cases no 
right to retain, and in others in excess of what it is entitled to retain. 
But this inconveniences are, however, limited in effect. Another 
disadvantage is the failure of the taxpayer through ignorance or 
neglect to claim refunds, but if companies wore required to issue to 
each shareholder a note, together with the dividend warrant 
explaining the conditions under which he is entitled to refund this 
could be prevented. 



CHAPTER XV 


SCT orr, CARRY FOR WARD AND REFUNDS 
Set olt ol Josses -S«.e 24 


An as*=es«ee is en*itled to set off any loss which he sustains In 
any year under any held chargeable under Rec* on G against his 
income from any other head in that year Hut such a sot off of Josses 
is permissible with the following limitations — 

1 Any loss sustained under the head 'capital gains' can be 
set off only against profits and gains under the fame hovf See 24 (2AJ 

2 Any loss or profits which has arisen within an Indian Slate 
cannot bo set off except against the profits and gams accruing of 
ar sing w th n an Ind an State 

3 Where the asse 0 eo is an unregistered firm, that firm alone 
can sot off too los«es incurred by the firm and no member of an 
unregistered firm is allow <si to *efc off bis shire of firm’s loss against 
his own Income 

4 Where the assesses is the registered firm, the los9 of the 
registered firm is to be set off against the income of tho registered 
firm In the fir«t instance, and tho balance of tho loss allocated bo tween 
the partners can then be set off against tho partner’s own income 

5 Where an unregistered firm has been taxed as registered 
firm ymder section 23 (5) (h) the toss can be sot off 1 ko a re 
gis*ered firm 

Carry forward of business losses 

Closely connected with the quest on of imab«orbcd depreciation 
is that of the carrying forward of business lo*s««os A loss due to 
depreciation can be carried forward for an indefinite number of years 
In strictness excess depreciation is not treated as a Joss at all became 
tbo Act provides for the excess allowance over the amount which will 
reduce the profits in tho current year to nil to bB treated as part of the 
allowance due for the following year and any ex ess over the amount 
which reduces that profit to nil to be carried forward and treated as 
part of the allowance due for the next following year and bo on The 
Committee of the Federation of Chambers Was of Opinion that the 
relief in the form of set off of losses will prove nugatory If the same 
are not allowed to bo carried forward and, therefore, recommended 
that losses from businesses, professions or vocations should be carried 
forward for a period of six years at least This recommendation was 
accepted and it is provided under the Act tbatlosses sustained from 
jMisines? v otofession-nr.s W astwm.ij\«ne J ’WM* .ml* Jtr cameo 1 rtrw-KB* 
and set off against the profit of the succeeding year if there are 
sufficient profits in that succeeding year, otherwise, to the following 
ye^r and so on upto a limit of six years Apparently this concession 
to business interest is expected to prove expensive, and for that 
reason the concession is only introduced gradually. Thus, if the result 
for the assessment year 193 J.40 is a loss, that lass can only be earned 
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forward for one year ; if tho next year’s result is a loss that loss will 
be carried forward for the two years and so on. The first loss which 
will be available to bo carried forward for tho full period of six 
years will, therefore, bo tho loss arising in tho previous year .for tho 
assessment year 1944.55. 

In this connection following points must bo emphasised : — 

1. Business losses, if thoy cannot bo sot off wholly against 
thoir income in tho same year, can bo carried forward to be set off 
against tho profits of the assessoo from the samo business only and 
not from any other business or any other source. Thus, if a business 
whose losses have been carried forward and are to be sot oft' is 
discontinued, the right to carry forward the loss lapses. 

2. # The losses sustained after the year ending on 31st March, 
1944, can bo carried forward for a maximum period of six years. 

3. Unabsorbcd doprociation. if any, in existence should bo set 
off in priority to the setting off tho losses. 

4. Tho carry forward of losses by registered and unregistered 
firms and their set off aro governed by tho samo provisions as set off 
of losses discussed above. 

5. If a loss is sustained under the head capital gains such a loss 
can be carried forward to be sot off out of tho inome under tho samo 
head for a period not exceeding six years. But a loss under head 
‘capital gain’ which does not exceed Rs. 15,000 m any previous year 
cannot bo carried forward. But as capital profi's are made non. 
taxable by the Finance Act of i949 from tho assessment year 1949.50 
and onwards capital losses can be carried forward only upto’ the 

. assessment year 1948-49. 

6. Loss sustained in tho Indian State can bo carriod forward to 
bo setoff out of the profits arising in an Indian State from the samo 
business, profession or vocation. 

Gbango In constitution 

Where change is occurred in the constitution of a firm or whore 
there has been a succession in the business, otherwise, than by 
inheritance, the person actually incurring the loss is only entitled to 
set off the loss against his income. Thus, in a case the change has 
occurred in the constitution of the firm, the firm shall not be entitled 
to carry forward and set off the share of loss of a retired or deceased 
partner nor shall any partner be entitled to the benefit of any portion 
of the loss which is not apportionable to him. 

For example, A, B, and C, are partners in a firm. A retires and 
D comes into tho business. A, as he has retired loses his right to 
carry forward his share of loss of the old firm, but his right to set 
off this loss against his income under other heads in the same year 
remains intact. At the same time B, C, and D cannot take the 
advantage of this loss and cannot set off against their shares of 
profits in the future years. B and C can carry farward their share 
of losses only. 

Belauds— Sec. 48 , 49 F 

The Income-Tax Amendment Act of 1939 has made a sweeping 
change in the provision relating to Income-Tax refunds. It will not 
now be necessary for a partner of a registered firm to apply for ro_ 
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funds because his income was liable to be assessed at a lower rate and 
the firm's profits had been charged at the higher rate. The amended 
section 23 of the Act of 1939 does away- with cumbersome procedure 
(of firstly charging at maximum rate and subsequently refunding on 
the application of the partners) by prescribing that the sum payable by 
the partner will not be determined but on the other hand profit ana 
los 3 w ill be apportioned among partners and considered while asses, 
sing them individually. 

The new section 18 has been made quite simple. It provides 
that any assesses, who satisfies the Income-Tax Officer or any other 
officer appointed for this purpose that the amount of tax paid by him 
for any year exceeds the amount for which he is properly chargeable 
un ter the Act for that year shall be entitled to a refund of such 


excess. 

In case, income of one person Is included under the Indian 
Income-Tax Act in the total Inoome of another person the fatter 
person shall be entitled to claim relief. 

The principle of Deduction at source and Taxation at source, 
as explained in the previous chapter also involvos the question of 
refunds. 

If a tax payer's income is below the taxable minimum or is 
liable at a lo i er rate, he can claim a refund of the tax or excess, 
as the cose may be, that has been paid on his behalf to the 
government. Hence here the refunds may be either (i) pure refunds 
e. g. in case of those whose totaltncorae is below the taxable mini. 
mum, ot (ii)rebates to those who are liable at a lower rate than the 
company rates. 

Limitations tor claims of reloads 

The limitation period for claiming refunds has been increased 
by the Income Tax Amendment Act, section 50 from one year to four 
years. The limitation period shall bo counted from the last day of 
the financial year commencing next after the previous year In which 
the income arose, accrued or wa3 received in British India or brought 
into British India. 

An application for refunds must bo made on the prescribed form 
to the Income Tax Officer concerned, and in else of non-residents to _ 
Income Tax Officer non-residents refund circle, Bombay. The 
application is to be accompanied by a return of total Income or total 
world income unless return has been previously filed. All certificates 
relating todeducUon of tax must also be sent along with the appli- 
cation. The applicant may be required to produce evidence in 
support of his total income or total world income, as also for refund. 
If the Inoome Tax Officer is satisfied, the refund certificate shall "be 
granted and the amount of refund may thereafter be paid or it may 
bB set on against any tax remained payable. 

Appeals against the decision of the Income Tax Officer in this 
regard may be made to the Appellate Assistant Commissioner. The 
Appellate Assistant Commissioner on the exercise of his appellate 
powers or powers of revision if satisfied to the like effect shall cause 
a refund to he made by the Income-Tax Officer of any amount found 
h> have been wrongly paid in excess. 

.If due to death, incapacity, insolvency, liquidation or other 
refund, his legal representative may do 

it on his behalf. (Sec. 4g F), 
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PAY-AS-YOU-EARN SCHEME 

(Sec. 18 A) 

The insertion of section 18 A in the Indian Income Tax Act has 
brought the Indian. Income Tax system in line with United Kingdom 
and other countries in a scheme well known by the Amendment Act 
XI of 1944 and provides for the collection of tax (Income Tax and 
Super Tax both) in advance in respect of those sources of income in 
respect of which tax is not deductible at source viz. income from 
house properties, business, profession, vocation and other sources. 
Income from Capital Qains is excluded from the operation of this 
section. In respect of income from salary, interest on securities 
and interest and other payment to non-residents as also dividends, the 
practice of advance payment of tax was already in vogue and 
is involved in what we have already discussed in the previous 
chapter under ‘Deduction and Taxation at Source’. But there are 
other sources of income viz • property, business, profession, vocation 
and other sources in respect of which no deduction was made at 
source and the liability to tax was determined in the next following 
year by a regular assessment. Section 18 A does not dispense with 
the regular assessment which is to be made as before for each 
financial year on the basis of the total income of the previous year. 
But it requires every assesses, having a total income of over 
Rs. 6,000 to pay, while he is earning, income tax and super-tax in 
four instalments i. e. on ISth June, 15th September, 15th December 
and 15th March in each financial year. 

On what income the advance payment Is to ba made 

Tax in the current year to be paid under the above provisions 
shall be based on the total income of latest previous year in respect 
of which assessment has been completed and such tax shall be 
calculated at the rates in force in the financial year in which the pay, 
ments are to be made. In other words, if the.latest assessment of any 
assesses is for the year 1944.45, the total income for that assessment 
shall be taken as the basis for the advance assessment for the year 
1947-48, and the liability will be determined according to the rates 
sanctioned by the Indian Finance Act 1947. The only exception to this 
general rule is to be found in case of a registered firm where the 
assessment of the firm and its partners are not running side by side 
but the latter are lagging behind. In such cases, the share of profit 
from the firm will be included in the income of the partner according 
to the latest assessment of the partners. The total liability having 
been ascertained the amount will be realized in four instalments as 
noted above. 

If however, the previous year of the assessee with respect to 
any source of income ends after 30th day of April, the total tax will 

16 
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bo recovered in three instalments ti; 15th September, 18th Veoea. 
ber and 15 March 


Notice ol demand 

It 18 the duty of the Income Tax Officer to serve on every 
assesseo who'e income exceeds Its 6,000, a notice of demand, 
upon them To pay in advance quarterly an amount equ^I to oaeJhnrth 
ofthe amount of Income Tar and super, tax payab o »t the ruling rate 
on the basis of the last completed assessment 

If the notice of the demand in persusnee of this section is Eenred 
by the Income Tax Officer Bfttsr any of the dates on which the 
Instalments specified theroin aro payblc, the tax shall do payable in 
equal instalments on each of such of these dates as fall after the 
date of tho servico of the notice of domanl or in one sum on the 
15th day of March if tho notice is eorved after 15th Day ol 
December 


AsMssee s cwo estimate 

If any assoaeco considers that the tax ho lias been required to 
pay by the Incomo Tar Officer under section 18 A exceeds the »r 
that will ultimately be payable on that part of his Income In the 
Assessment for the financial year, he may nuke his own estimate ol 
the income and the tax payable thereon Such an estimate on the 
basis of which the assesseo wants to pay tax should be sent to the 
Income Tax Officer and should be m the prescribed form. Thus the 
assessed is provided an option to pay tux in advance quarterly either 
on the basis of his la«t computed as»essment or otr the basis of hi 3 
own estimate 

The assesses is al«o allowed to send a revised estimate of the 
tax payable by him before any ono of the dates spec fied above and 
adjust any excess or deficiency in respect of any instalment already 
paid m a subsequent instalment JScc »8^ (j)] 


New assesstes 

Persons not hitherto assessed are also requ rod to send an 
estimate of their income before the 15th March in each financial year 
and pay tax in advance if their income is likely to exceed Rs 6,000. 
{Sec iSA (3)1 


Commissions 

Where part of the income of the assessee consists of the nature 
of commission which is receivable period cally and is not received 
or adjusted by the payer In the assy's account before any of the 
^.payment of tax may be deferred Information 
should be sent to the Income Tax Officer on the date to which 
If tax «s not paid w,thm la day 9 of receipt 
or adjustment, intere-t at 6% should also be pad iSecion i8A (d)J 
Interest 
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Penal Interest [Sec. x8A (6) (7)] 

(f) If tlie assessee adopts liis own estimate as the basis for 
advance payments, and the aggregate amount of tax paid by him is less 
than 80% oft the tax determined t>n regular assessment (excluding 
any difference du8 to the tax on income which was liable to deduction 
of tax at source and any difference due to changes in the rates of tax) 
simple interest at 6% per annum is payable by him from 1st January 
in the financial year in which the tax paid upto a date of regular 
assessment on which the amount" by which tax paid falls short of the 
said eighty percent [Sec. 18A (6) ] 

(ii) In case of newly set up business which is 'assessable on the 
income of the first previous year in the financial year following that 
in which it is set up, the interest is payable only from the 1st "day of 
April of the said financial year and not from 1st January as above. 
[Sec. 18A (6)] , 

(iii) If as a result of appeal or revision or a reference to High 
Couit under section 31, 33, 33A or 36 the amount on which the p'enal 
interest is payable is reduced, the interest shall also be reduced 
accordingly and if such excess interest has been paid, it shall he 
refunded with the amount of Income Tax that is refunded 
[Sec. i8A (7)] 

(i«) If on making regular assessment the Income Tax Officer 
finds that the assessee has under- estimated the tax payable by him in 
any of the first three instalments or wrongly deferred the payment 
of the part of the tax, he may require him to pay interest at 6% fob 
the period during which the payment was deficient or was wrongly 
deferred on the amount deficiently paid or on the amount wrongly 
deferred as the case may be. [Sec. 18A (7)J 

Penalties 

. The assessee is also liable to pay the following penalties : — 

(t) Under estimate of tax payable — If during the course of 
regular assessment the Income Tax Officer finds that any assessee 
furnished estimate of the tax payable by him which lie knew or has 
Teason to believe to 'he untrue, he may impose a penalty which may 
be one and a half times the amount by which the amount of the tax 
actually paid f alls short of amount of tax that he is required to pay 
under this section or 80% of the tax determined on regular assess, 
ment whichever is less [Sec. 18A (9)] 

(ii) Failure to send an estimate — Any person who has not 
hitherto been assessed and whose total income for the period is 
likely to exceed Rs. 6,000 is required to send to the Income Tax Officer 
an estimate of tax payable by him. If he fails to do so before' 15th 
of March and the Income Tax Officer is satisfied in the course of 
regular assessment that such failure was without reasonable cause, 
he may impose a penalty equal to one and a half times, 80% of the 
tax determined on tlie regular assessment.' [Sec. 18 A (9)] 

(iii) If any assessee does not pay on the* specified date any 
instalment of tax, which he is required to pay as above, and does not 
before the date on which such instalment becomes due sends an 
estimate or revised estimate of the tax payable by him, he shall be 
deemed to be an assessee in default and shall be liable accordingly. 
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At the same time if after submitting the estimate or revised estimate 
he does not pay any instalment in accordance therewith on specified 
date except in cases where payment w deferred under subjection 4, 
he shall abso be deemed to bo an assessoe In default [Sec i8A(q)1 
Nature ol Advance Payment 

All sums paid under section 18A as above except by way of 
penalty or interest whether It I 9 based on previous assessment or on 
assessees own estimate or current Income are advance payments 
and are regarded to have been paid in respect of the Income of the 
period which would be the previous year for an assessment for the 
financial yew next following the year in which it was payable and 
credit therefore shall he given to the a««essee on Tegular assessment 
JSec i8A ( 11 )] 



CHAPTER XVII 

VARIOUS FORMS OF ASSESSBES 
(A) Individuals— Sec. 16 (3) 

An individual is liable to pay income-tax on his total income if 
that income exceeds the minimum exemption limit. Tax is payable 
at a graduated scale according to rates prescribed every year by the 
Indian Finance Aot. 

In computing the total income of an individual there shall be 
included for the purpose of assessment — 

1 . So much of the income of his wife or minor child as arises 
directly or indirectly (a) from the membership of the wife in a firm of 
which her husband is a partner, (b) from the admission of his minor 
son to the benefit of partnership of which such individual is a partner, 
(c) from assets transferred directly or indirectly to the wife by the 
husband otherwise than for adequate consideration or in connection 
with an agreement to live apart, (d) from assets transferred directly 
to a minor child, not being a married daughter otherwise than for 
adequate consideration. 

2 . So much of the income of any person or association of 
persons as arises from assets transferred otherwise than for adequate 
consideration by such individual for the benefit of his wife or minor 
child or both. 

This amendment to the Act regarding the inclusion of the wife’s 
income or minor child’s income as above has come into force in 1937 
but it also applies to oases, where the assets were transferred even 
before 1937 (Madras I. T. R. 1942 and Patna l. T. R. ig 4 i). 

Harried Women— Sec. 4 (2) and 16 (3) 

A married woman is liable to income-tax in respect of any 
income which she earns on her own account or any income from 
assets inherited by her or gifted to her by any one other than her 
husband. 

Remittances received by a wife resident in -©^fSfeh India out of 
the income of her non-resident husband which is not included in his 
total income shall be deemed to be income accruing to her in British 
India and shall be taxed accordingly. 

Income from assets transferred by husband to his wife for 
adequate consideration or with an agreement to live apart is taxable 
in the hands of the wife. 

(B) Hindu Undivided Family 

The Indian Income-Tax Act' does not define a Hindu Undivided 
Family and, therefore, to define the ‘undivided family’ we have to take 
recourse to judicial pronouncements. A Hi ndu Undiv ided Family Is a 
co.parcenary which has joint famil y propert y and joint'f amil y incom e. 
Business" carried offby'Tamily merhhhrs" buifw ith separate funds cannot 
be assessed as Hindu Undivided Family. ( Calcutta I. T. C- 1 48 and 80.) 
Jf there exists any self-acquired property of a Hindu, it cannot be 
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regarded as joint family property during his life time unless it w 
thrown into the joint or co nmon sbrk (Calcutta T R 90 and is, 
igS/ and 1Q3 5) Under joint fanily property, therefore, may oe 
included — 

(a) Ancestral property acqu red by right of birth 

(b) Self acoh red property of ono of the family member thrown 
mto the jotnt or common stock 

(c) Property purchased by a Hindu Undivided Family out o' 
the fam ly funds {Allahabad 1 T C 292) 

Under the Hindu Lav. there are two schools, the Dayabhagd ana 
the Mttaluhara, the former preva ling in the greater part of Bengal 
and the latter in the re't India The fundamental difference between 
the two is in their attitude towards ancestral property and the admls 
sion of funds into the co.parcenary under certa n circumstances 
Under Da^abhagn Law a «nn has no right m the family property eo 
long as his father is al ve, whereas under the Mifakshara Law every 
male member of the family has a right in the property as soon as he 
is born 

The departmental instructions m th s connection are as follows — 

1 The son of a Hindu governed by any school of Hindu Law 
does not acquire by birtb any interest in his fathers self 'acquired 
property In respect of the income of such property the father is to 
be assessed as nn individual 

2 (a) In case of Hindu governed by Mitakhskara Law the sou 
acqu res by birth an interest in his father s ancestral property and 
therefore, after the burth of a son the income from the ancestral 
property Is to be assessed as Hindu Undivided family 

(b) But in ca«e of Hindus governed by Dayabhaga Law, the 
son does not acquire by birth any Interest m ancestral property His 
rights arse for the first t me on his fathers death In the fathers 
1 fe t me therefore the income from ancestral property is to be 
assessed as the income of the li dividual unless the father hiro a e!f 
is a member of the co parcenary 

3 (a) The income of a solo surviving male member of a Hindu 
Undivided family governed by Mitakihara Law is to be assessed as 
his personal inoon e If he has no son The existence of a wife and 
da ghters does not ffect the pent on 

(b) Under Daycbhaga Law a co parcenary is formed only when 
the inheritance opens and there must bo two or more malo heirs before 
a co-par cenery can be formed But if any of these male co parceners 
d es leaving surviving him a w dow or a daughter that widow or 
daughter would be admitted into the co parcenary in tl o place of the 
deceased co parceners As for example a Hindu governed by the 
D«alehfl*a Law d es leaving three eons A B and G Three sons A, B 
nndCndierit the property jo ntly and form a coparcenary (although 
each inherit a def ned share) If before partit oning the r shares B 
dlM having a widow B\\ and 0 1 dies leaving a daughter CD then A, 
l j> e n Jf^ ber t, of lho ^Parcenary originally formed 
feA.® th r b ® eeor i fhe Dajabhaga Law d ffers 

from the Mitakthara ra admitting females into the co parcenary in 
certam circumstances although they cannot originally form a co par 
cenaty la a fortiori In Undivided Hindu Family and toe income from 
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the co-parcenary property will, according to Dayabhaga Law, be 
assessable as the income of the Hindu Undivided Family, notwith. 
standing that such co.parcenary .consists of only one male member 
and one or more female members. 

4. The income from ancestral property of a Hindu (governed 
by any school of law) with no son but with a wife ..and daughter is 
to be assessed as the income of the individual. It would be incon- 
sistent with the, interpretation of the Law of Dayabhaga as of the 
Law of Mitakshara to hold that a property which a man has obtainod 
from his father belongs to a Hindu Undivided Family by reason of 
his having a wife and daughters. Indeed since under Dayabhaga- 
Law a son has no greater right in his father’s property than that of 
maintenance during his minority and father is tho absolute owner 
of the properly devolving upon him, even the existence of a son will 
not make tho income of tho property in tho father’s hand tho income 
of an undivided family. 

5. Where tho ineomo, profits, and gains of a member of an 
undivided family consist of his personal earnings and acquisitions by 
his own exertion they must be treated as his personal income and not 
as joint family income, unless' they flow from the employment in 
in business or otherwise of .the joint family property. 

6. Khojas (and Cutchi Memons) not being Hindus, joint families 
composed of such persons are not Hindu Undivided Famihes for the 
purposes of the Act. 

7. Jains and Sikh undivided families will be treated as Hindu 
Undivided Families unless in any particular case the assessees claim 
that they should not be treated as such. Where 6uch a claim is put 
forward, it is for the assessee to prove the existence of some special 
custom or practice applicable to the family in question which would 
justify its not being treated as a Hindu Undivided Family. 

Basis of taxation 

A Hindu Undivided Family is taxed lixe an individual at a graded 
scale according to its total income and no account is taken of how that 
income is distributed among the individual members when such indivi. 
dual members are assessed to income.tax or supertax in respect of their 
separate incomes. This applies to cases even where the income of 
the Hindu Undivided Family is less than the minimum taxable limit 
and, therefore, not liable to taxation. In other words, a member of 
Hindu Undivided Family is not required ‘ to pay any tax in respect of 
his share of income of the joint 1 araily. Such an income is not even 
included in his total income for rate purposes, whether such a share 
has been taxed in the hands of the Hindu Undivided Family or not. 
Conversely the member of an Undivided Family cannot claim a 
refund of tax on the ground that his own total income including his 
share of the family ‘income entitles him to a lower rate of taxation 
than the family. 

XBy the Finance Act of 1949 a distinction . has been made 
between an.individuai and a Hindu undivided family in as much as the 
exemption limit in case of the latter has been raised to Rs. 5,000 as 
against Rs. 3,000 in case of the former. But a Hindu undivided 
family must satisfy any one of the following two conditions in order 
to avail itself the above raised limit '• — - 
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Ul Hurt .1 hw at least two members K>t.U«d to a share on partition 

" ho $ L 8 .ir.wo ™s r r. 

family 

(0) C°OT»”» s to (li0 Ml „ Vtnm „ Aot of 1913 which has modified 
tho definition of a Company a ‘Company' means— 

(i) any Indian company, or 

(h) any association, whether Incorporated or not and whether 
Indian or non Indian, which is or wag assessable or w Q s ns'essea, a 
a company for the a<>«e«sment for the year ending on 31st d 
March, 1918, or which is deolared by general or special order oi w 
central Board of Revenue to be a company for the purposes ol tms 
Act 

BA3I9 0? TAXATION 


Income fcx 

A company is assessable to income tax on Us profits at the ma*i 
mum rate irrespective of the amount of its profits 
~A. By the Indian Finance Act 1918 a distinction has been made m 
tho matter of income tax in case of an Indian Company end any 
other Company . 

(i) An Indian Company whose total income does not e * oe j; 
Its 25,000 Is required to pay income tax on whole of the total mcom 
at the rate of 2} annas in the rupee 

(il) In case of any other Indian Company whoso inc ? n L 
exceeds Rs 25 000 the income-tax payable after deducting any 
os explained hereunder shall not exceed the sum calculated a* *§ 
annas in the rupees on Its 25 000 plus half the amount by which ta 
total income exceeds Rs 25,000 

Bes des if the total income of a company (in case of lb®*® 
companies whose income is more than Rs 25 000) is reduced W 
seven annas in the rupee and by the amount, if any exempt fr°r* 
income tax exceeds the amount of any dividends (including dividend* 
payable at fixed rate) declared in respect of the whole or the part 01 
the previous year for the assessment for the year ending on 21s 
March, 1949 and no order has been made under sub-section (1) °* 
Section 23A a rebate shall be allowed at the rate of one anna P er 
rupee on such excess 

This rebate m case of a company whose income does not 
exceed Rs 25 000 is to be allowed at the rate of half anna per ruP e ® 
on ihe amount of excels which is calculated with reference to tot* 
income as reduced by four and a half annas in the rupee 

This provision makes a wholesome change in the taxation of * 
company and is inserted to provide relief to Indian companies The 
effect of the above provision may be explained by means of 
follow mg illustration 
Illustration 54 


, Saw* 08 !?*! an Indian company has an income Rs 40,000 which 
iB taxable and has declared dividends to the extent of 10% 
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Solutiou 

Total Income Rs. 40 000 

The amount of dividend (declared) Rs. 20,000 

Total income as reduced by seven annas in the rupee = 
Rs. 40,000- Rs. 17,500= Rs. 22,500. 

Therefore the amount exceeding the dividends is (R>. 22,500 — 
20,000) Rs. 2,500 on which a rebate of one anna per. rupee will be 
allowed is Rs. 156.4.0. 

Tax on Rs. 40,000 at 5 as. in the rupee = Rs. 12,500 
Less Rebate allowed 156.4 

Rs. 12,343.12 


But the total tax payable by the company as explained above 
shall not exceed a sum calculated as under — 

2J as. per rupee on Rs. 25,000 = Rs. 3,906-4 

Plus half the excess over Rs. 25,000 

(Rs. 40,000— Rs. 25,000) = Rs. 7,500-0 

Rs. 11,406.4 


Thus the tax payable by the company would be Rs. 11,406 as. 4. 

Illustration 55 

An Indian Company has taxable of Rs. 20,000 and has declared 
dividends amounting to Rs. 12,000. Calculate the tax payable by the 
Company. 

Solution 

Total Income Rs. 20,000 

Dividends Declared Rs. 12,000 

Total income as reduced by 4i annas in the rupee (Rs. 20,000 — 
Rs. 5,625)= Rs. 14,375. 

Excess of such income over the dividends declared on which 
rebate at 1/2 anna in the rupees can be claimed= (Rs. 14,375 
Rs. 12,000) =Rs. 2,375 

, Rebate on Rs. 2,375 at 1/2 anna per rupee= 74-4.0 

Tax payable at 2 h annas on Rs. 20,000 =Rs. 3,125.0.0 
Less Rebate =Rs. 74-4-0 


Tax Payable Rs. 3,050-12.0 

Further in case of those companies whose income exoeeds 
Rs. 25, .00 if the amount of dividends (including dividends at fixed 
rate exceed the total income as reduced by seven annas in the rupee 
and other exemptions, an additional income.tax equal to the sum by 
which the aggregate amount of income.tax actually borne by such 
excess falls short of the amount calculated at the rate of 5 annas per 
rupee on the excess dividend shall also be charged. . 

The income.tax actually borne by such excess shall be calculated 
as under : — 

17 
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(a) if an order has been made under subsection (1) of section 
S3 A of the Income.! ax Act in respect of the undistributed profits of 
that year at the rata of fire annas m tbo rupee 

(b) to respect of any other year at the rate opphcib'e to the 
total income of the company for (hat year reduced hy the rate at 
which rebate, if any, wrs allowed on undistributed profits 

The excess dividend shall be deemed to be out of the whole or 
such portion of the undistributed profits of one or more years 
immediately preceding the previous year as would bo just sufficient 
to cover the amount of excess dividend and as have not likewise been 
t Jcea into account to cover an excess dividend of a preceding year 
Changes tnada by the Finance Act ot 1949 

The Finance Act of 1919 has removed the distinction between 
the Indian Companies having incomes below Its 2a,Q0Q and tho'e 
having more than Rs 25,Q , '0 Both the types of Companies now 
stand pan passu with each other in respects of income.tax liability, 
the rebate m income tax and the additional income tax on excess 
dividend 

(i) Both types of Companies are chargeable at the maximum 
rate i e 5 annas in the rupee 

(u) A rebate of one anna per rUpoe will bo allowed on mcomo 
as reduced by seven annas in the rupee and any income exempt 
from tar in excess of the dividend declared by both types of 
Companies 

(ttf) An additional Income tax will be charged on the profits 
of both types of Companies in respect of the excess dividend declared 
which is in excess of the income of the Company as reduced by seven 
annas in the rupee and any income exempt from tax. This additionsl 
income tax on excess dividend will be computed in the same manner 
as given in the Finance Act of 1948 
Explanation 

According to the Finance Act of 1949 the tax payable by the 
Company on the Income as given in question 54 will be a j below 

Its a p 

Tax on Its 40,000 at 5 as in the rupee . 12,500 0 0 
Less rebate on Rs 2,500 at one anna in 
the rupee l5fi 4 0 


12,343 12 0 

Illustration 55 solved on the basis of amendment. 

Tax payable by the Company on income vit Rs 20,000 as given 
in question No 49 will be as below for the assessment year 1919.50 
Solution 

Total Income . , JO 000 

Dividend declared 12 000 

Total income as reduced by seven annas in the rupee /n, o,} o<y> 
Rs 8,750)= Rs ll,2a0 * ‘ 

Excess dtvidend=Rs 12,000— Rs 11.250 
*=Rs 750 
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, Rs. 

Income Tax on Rs. 20,000 at 5 as. in the rupee . 6,250 
The Company would pay Rs. 6 250 as income-tax plus additional 
income-tax on the excess dividend i.e. Rs. 7o0. 

N.B.— Calculation of tax on excess dividend will be explained 
later on. 

Illustration 56 


During the year ending on 31st March, 1949, a company made 
a profit of Rs. 80,000 of which Rs. 20,000 was derived from agricul. 
ture. The company declared Rs. 55,000 as dividend. Find out the 
amount of tax payable by the company. 

The following further informations are also given 


Year 

ending 31st March 

1945 

1946 

1947 

1948 


Amount of Profit Other particulars 

Rs, 

22,000 

3.000 

10,000 Notice under section 23A 
was served. 

5.000 Out of a total profit of 

Rs. 8,000, Rs. 3,000 were 
declared as div.dend and 
for special reasons notice 
under section 23A was 
not served. 


ASSESSMENT OF THE COMPANY 

Rs. 

Total Income ... ... ... 80,000 

Less Agricultural income (non.taxahle) ... 20,000 


Taxable Income of the company ... 60,000 


Rs. a. p. Rs. a. p. 

Income Tax on Rs. 60,000 at 5 as. 
in the rupee ... ... ... 18,750 0 0 

Additional Income-tax’ 5 ' on excess 
dividend ... ... ... 1,022 7 4 

19,772 7 4 

Super Tax on Rs. 60,000 at 4 as. in 
the rupee ... ... ... 15,000 0 0 

Less rebate at 2 as. in the rupee 
assuming that the company has made 
arrangement for the declaration and pay- 
ment of dividends in the provinces as 
well as deduction of super-tax ... 7,500 0 0 

7,500 0 0 

Total Tax payablo by tbo company ... ... 27,272 7 4 


"The additional income-tax on excess dividend has been calcu, 
lated as follows : — 
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Income In excess of 7 as of total Income 
income — 

Total Income 

Fs 

7 as In the rupee of total income „ 35,000 
Exempted Income "0 


and exempted 

Its 

80000 


55 000 


35,000 


Dvidend actually declared thus exceed the abavo figure 
Rs 30 000 (Us 55 000 Dividend— Rs 25 000 as above) 


On Rs 5 000 at 2 os and 8 0625 pies per rupeo 

15 as —(2 as 6 pies— 2 0625 p es as rebate)) In 
1948.49 the company was allowed rebate on 

Rs 2,750 at ^ anna in the rupee* 

Rs a p 

834 15 4 

On Rs 10000 (as not ce under section 23 a. Was 
served tax actually borne by Rs 10 000 is at 

5 annas In the rupee, a full company rato in 
the year 1947) 

Nil 

OnRa 3,000 (as the companies profits were 
charged at the full company rate 1* , 5 as in 
the rupee ut 1946) 

Nil 

On Rs 12 000 at 3 p es 15 as —4 as 9 p es (2 as 

6 pies tax and 2 as 3 pies as surcharged)) the 
rate of tax borne by Rs 12 000 in tbe year 
1945 46) 

187 8 0 

— 

— — ' — 

Total Add t onal Tax 

1022 7 4 


*In the assessment year 1048 49 the con pauy was taxed at the 
rate of 2 as and 6 p es tn the rupee as its total income was less than 
Its 25 000 and was allowed rebate on Rs 2 750 (Total Income — 4} as. 
in the rupee and the dividend declared i c Us 8 000— Us 2,°50 
— 1\3 3 000) at the rate o! 1 anna m the rupee The average 
rate of rebate per rupee comes 2 06 1 5 pies ^ R 0 ^ ate J ?° . fi 3 or 

Rs 85 as 15\ 

9 000 / 

C Alternative to Q No 56 page 111 
lUuitr&tioa 56 


Daring the year ending on 3lst March 1949 a company made 
profits of Rs 80 000 of wh ch Rs 20 000 was derived from agr cul 
lure The company declared Rs. 55 000 as dvdend Find out the 
amount of tax payable by the company — 

The following further informations are also given — 
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Year 

Amount of Profit Other particulars 

ending on 31st March 

Rs. 


1944 

15,000 


1945 

10,000 

Notice under section 23- A 
was served. 

1946 

3,000 


1947 

10,000 


1948 

5,000 

Out of the total profits of 
Rs. 8,000 Rs. 3,000 were 
declared as dividend and 
no notice under 23 A was 
served. 


ASSESSMENT OF THE COMPANY 

Rs. 

Total Income ... ... ... 80,000 

Less Agricultural income (non. taxable) ... 20,000 


Taxable Income ... 60,000 

Rs. a. p. Rs. a. p. 

Income Tax on Rs.G0,0c0 at 5 as. 
in the rupee ... ... ... 18,750 0 0 

Additional Income Tax on excess 
dividend ... ... ... 897 7 4 

19,647 7 4 

Supertax on Rs. 60,000 at 4 as. in 
the rupee ... ... ... 15,000 0 0 

Less rebate at the rate of 2 as. in 
the rupee assuming that the company 
has made arrangement for the declara- 
tion and payment of dividend in the 
provinces as well as deduction of super- 
tax ... ... ... ... 7,500 0 0 

7,500 0 0 


Total-Tax payable by the company ... 27,147 7 4 


The additional income tax on excess dividend has been calcu- 
lated as follows 


Income in excess of 7 as. of total Income and exempted 
income : — 


Total Income 

7 as. in the rupee of total Income 
Exempted Income 


Rs. 

80,000 

Rs. 

... 35,000 
... 20,000 
— 55,000 


25,000 
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Dividend actually declared thus exceed the above figure by 
Rs 30 000 {Bs 5o,000 dividend— Rs 25 000 as above) 

Income Tax on Rs 30 000 at tho rate of 5 os in the rupee 
comes to Rs 9,375 - 

The excess dividends are deemed to have been declared ou o 
tho accumulated profits of the past years In order to find out t 
add tional income tax which is equal to the difference between t * 
tax on Rs 30 000 at tho rate of fivo annas in the rupee minus w 
amount of tax actually borno by the profits of past years which aro 
just enough to cover tho exce«s dividend, tho tax borno by tho proms 
if each year wjl have to bo computed which is done as follows 

Income Tax on Rj 5, ooo made in the year 1947 48 ending on 
31st March 1948, at the rate of 2 as 3 937o* pies in tho rupee was 
Rs 727 8 8 

Income Tax on Rj io ooo at tho rate of o as per rupee current 
in the year 1945 47 end ng on 3tst March, 1947** Rs 3 125 

Income Tax on Rj 3 oco at the rate of 5 as in the rupee current 
in the year 1945 46 ending on 3L«t March, 1946“ Rs 937 8 

Inc me Tax on Rj 10,000 at the rato of 5 ns in the rupee for 
the 1944 45 end ng on 3lst March 1945 (Though tho company rate 
of income-tax In the year concerned Is at 87 pies (2 &s 6 pics tax ana 
2 as and 3 p es surcharge vide finance Act, 1945) yet as the notice 
under 23 A had been served in the year the profits of tho year are 
deemed to have borne tax at the rate of 5 as in tho rupee)** Its. 3,125 
Income Tax on Rs 2,000 (only Rs 2 000 out of Rs 1,50,000 of 
profits of the year 1943-44 arc needed to cover the excess dividend) 
at the rate of 54 pies m the rupee current in tho year 1943 44 vide 
Finance Act 1944“ R* 562 8 

Total Income borne by tho profits of tho past years 


1947 48 
1946 47 
194o 46 
1944 
1943 44 


Rs a p 
727 8 8 
3,125 0 0 
937 8 0 
3,125 0 0 
5C2 8 0 


Additional Income Tax — 

Total Income Tax on Rs 30 000 at tho 

rate of 5 as in the rupee 
Less Tax borne by the profits of the 
past years as are just sufficient to 
cover the excess dividend 

Additional Income tax 

*In the previous year 1947 48 the profit of the company 
being Ic«5 than Rs 2o000 are taxable at the -ate of 2 as 6 pies 
in the rupee minus rebate at the rate of 6 pies on Rs 2,750 
(1 e , total income as reduced by 41 as in the rupee and the amount 
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of dividend declared i.e., -Rs. 8,000— Rs. 2,250 -Rs. 3,000). The 
average rate of rebate comes to 2*0625 pies per rupee i. e., 

Rs. S5 .15 as . (reba t e on R s. 2,750 at A anna) . 

9,000 (Total Income) 

Hence rate of income-tax actually borne by the company per 
rupee=2 as. 6 pies — 2*0625 pies=2 as. 3*9375 pies in the rupee. 
Dividends in thB hands of shareholders 

Any dividend received by shareholders from a company is not 
exempt from taxation in the hands of the shareholders and is included 
in their total income, even though a part of the company’s profits has 
been derived from non.taxable sources. Dividend income, when to 
be included in the total income of a shareholder, is to bo grossed up 
by adding to it the appropriate amount of income-tax applicable 
thereto. The shareholder shall, however, get a credit for the 
amount of income tax so paid on his behalf at the time of his separate 
assessment. 

Super-Tax 

A company in addition is required to pay supertax at a flat 
rate on its entire profits. This tax is not paid on behalf of shareholders 
and, therefore, no credit on account of this tax is allowed to them at 
the time of their regular assessment. A shareholder, therefore, may 
have to pay an additional super-tax in respect of the dividends 
receivable by him if his total income exceeds the, required minimum 
beyond which it is liable to super-tax. This is because super-tax is 
of the nature of corporation tax and is to be paid by the company for 
the privilege which it enjoys in the shape of limited liability and 
corporate finance. 

An Investment Trust Company, however, is exempt from paying 
super-tax a seoond time in respect of the dividends received from 
other companies which have paid super-tax in respect of the profits 
out of which such dividends are paid. 

Prevention o[ avoidance Tax— (Sec. 23 A) 

Taxing the shareholder directly — 

With a view to prevent the avoidance of the payment of super, 
tax through non-distribution of income of a company, in which the 
public do not hold more than 25% of the voting powers allotted to the 
ordinary shareholders, or the shares of which are not dealt with in 
any Stock Exchange in British India (in other words, where the 
public is not substantially interested according to section 93A) the 
Income Tax Officer is authorized to tax the shareholders directly in'— 
respect of their ’proportionate share of the income. 

If the company does not distribute 60% of its assessable profit^, 
as reduced by the amount of income-tax and super-tax payable in 
respect thereof, to its shareholders, the Income Tax Officer shall 
assume that all the profits have been distributed and shall tax the 
shareholders directly, unless he is satisfied that having, regard to the 
previous losses or the smallness of the profits made the payment of a 
dividend or a dividend or ' a larger dividend would be unreasonable. 
Then again, before taxing the shareholders directly he may give time 
to increase the distribution to over 60% limit, in case the .distribution 
is less than 55%. 
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Further, it the accumulations of the past profits exceed fh© 
up capital of the company together with any Joan capital which is th 
property of the shareholder, or the actual cost of the fixed 
the company whichever is greater, then the Income Tax Officer 
take act on to tax the shareholders directly unless all the a aessau 
profits are dstnbuted to the shareholders ns dividends 

In all cases however, before an Income-Tax Officer can tax the 
shareholders directly under section 23A above, he must obtain the 
previous approval of the Inspecting Assistant Commissioner, wh> 
in turn, will not accord the approval unless he has given an opportunity 
to the company of being heard regarding Its objections, if any 

Formerly, payment of super tax was also avoided by capitalizing 
the promts instead of distributing them as dividend and later on 
distributing the accumulated profits in the form of bonus, debentures, 
shares etc. To avoid such happening, the definition of tho term 
'Dividend has been widened eo as to include such a distribution 
as well 


It must be noted, however, that where tax has been paid in 
respect of any undistributed profits and gams of a company and such 
profits and gams aTe subsequently distributed in any year, the 
proportionate share therein of any shareholder of the company shall 
be excluded m computing h s total income of the year 


(D) A local Authority 

A local authority is defined as *& Municipal Committee, District 
Board, Body of Port Commissioners or other authority legally entitled 
to or entrusted by the Government with the control and management 
of a Municipal or Local f und ’ It includes Improvement Trust, loland 
Navigation Boards Water Boards, etc Ab regards the taxation of 
such bodies the Income Tax Enquiry Committee of 1936 was of the 
opinion that if any of these bodies carry on Any extensive commercial 
enterprises, they should be subjected to Income-Tax Provision, 
therefore, is now made m the new Act for the taxation of the profits 
made by a local authority from the supply of commodities or services 
outside their jurisdictional area This will leave outside the scope of 
the income tax any surplus made by a local authority on the supply 
of a commodity, such as water, for which fixed rates are charged to 
residents within its own area. If however, a local authority supplies 
a commodity to another town or area at a profit, this profit will be 
taxable at the maximum rates on the whole of It such income 
(fc) karlnmMp— Beglslered and Unregistered 

The Indian Income-Tax Act adopts the definition of a Partner 
ship given in the Indian Partnership Act 1932, which defines 
partnership 89 a relationship between persons who have agreed to 
share profits of a business carried on by all or any of them acting 
lor all Persons who hare entered into partnership with one another 
are called individually * partners and collectively ‘a firm and the 
nrrnft. 'tniuwi vnliiu *hxen hrusarois 'is carried on is called the 
■firm name ' 


The taxation of income from partnership has been ba«ed, on 
quite a different footing A partnership firm has been divided into 
two, registered and unregistered A registered firm for purposes of 
income-tax is one which is registered with the Income Tax Officer 
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Such a firm must be constituted under the instrument of partnership 
specifying the individual shares of partners and prescribed particulars 
must have been duly registered in the prescribed manner. Under 
the present system a registered firm is to be assessed and its total 
income is determined but the tax payable is not to be determined in 
the hands of the Firm. But the total income of each partner including 
his income from the firm is assessed separately and tax payable is 
determined in his hands. In other words, the total income of the firm 
as assessed for tax purposes is split up between the partners accord- 
ing to their respective shares and is included in each partner’s assess- 
ment along with their other incomes and the tax due on his total 
income is collected directly from him leaving the firm itself to pay no 
tax whatever . 

But if one of the partners is a resident outside British India, the 
firm will be made to pay the tax which would have been payable by 
the partner had he been assessed personally. Similarly if any amount 
of the tax assessed upon a partner cannot be recovered from him, it 
Bhall be recovered from the firm. 

Super-Tax 

A registered firm as such is not liable to super-tax but the share 
of each partner of the firm’s inoome is added to his total income and 
he is then individually assessed to super-tax. 

Unregistered firm 

An unregistered firm is assessed like an individual. The firm 
is thus assessed directly on its income and the amount of tax levied on 
total income is also recoverable from it. Each partner’s share is then 
included in his total income for determining the rate of tax applicable 
to his other income but he is not taxed a second time in respect of his 
share of the profits of the firm. If, howevely the total income of the 
firm is below the taxable limit and no tax is paid by it, the partners 
are liable to pay tax on their respective shares along with the tax on 
their other incomes. The partners at the same time are not entitled 
to claim refunds, where them individual rate of tax is lower than that 
of the firm . 

However, under section 23 (5) (b) of the Act, the Inoome Tax 
Officer may in the case of an unregistered firm, instead of determining 
the tax payable by the firm may proceed to treat it as if it was 
registered, if in his opinion the aggregate amount of tax including 
super-tax payable will be greater if the firm is treated as registered 
than if it is treated as unregistered. 

Super-tax 

For' super-tax purposes also unregistered firms are treated as 
Individuals. The super-tax is assessed directly on the unregistered 
firms but the individual shares of the partners are not again liable to 
super-tax. However, where an unregistered firm is treated as a 
registered firm, super.tax is payable by each partner of the firm 
individually on his share in the income, profits and gains of the firm 
and not by the firm. 

Set off and carry forward of losses 

Loss of a registered firm can, in the first instance be set off 
against its own income, and then the balance of the loss allocated 

18 
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between the partners, can be set off against other incomes of the 
partners in the current year individually The firm can al®o carry 
forward the loss which could not be set off, to be set off out of fnture 
profits of the firm for a period of six years 

An unregistered firm however, fs only allowed to set off its own 
loss against Us own income or can carry it forward as a business loss 
to be set off out of future yearn profits for a period of six years under 
section 24 (2), but individual partners of an unregistered firm are not 
allowed to set off their respective share of losses against their other 
incomes But m case of an unregistered firm treated by the Income 
Tax Officer as a registered firm and assessed ns such, losses can be 
carried forward and set off in the same manner as a registered firm 
Should the firm be registered 


The new Income-Tax Amendment Act requires (under section 22) 
every assesseo to declare m the return names, addresses, and res 
pective sharos of the partners of the business as well as its branches) 
if any Besides, as has already been noted, the Income-Tax Offi er 
ha3 also been vested with a very wide discretion to assess an unregis- 
tered firm as a registered firm if in his opinion the aggregate amount 
of Income Tax and Super Tax payable by the partners will be greater 
than the amount which would be payable by the firm and the partners 
individually, if the firm was troated as an unregistered firm 

, being the case every firm should get itself registered pro 

\ con3tltu , ted under ttia do °d of partners specifying the 
Individual shares of partnership The Income Tax Officer will not 
lose a cbauco of treating an unregistered firm as a registered firm In 
u u opmon thst more tax will thus be recovered Why 

l hs a53eS3ea of the advantages of registration 
amount payable by a registered firms partners comes 
to less than the amount payable by an unregistered firm ? The 
advantage of registration is clear by the following illustration 
no nlW n iw?I e «r h °i partners ° { an unregistered firm They have 
fi°^ th Vr 0 ° f iac0m °, a o d get no B3 ' ar y or interest from the 
80Q h ^ ar0 equJ Supposa the net profit of the firm is 


Rs 3 800 nnrf wiiV»! ated aS unra Sistered, it shall be assessed on 
share of the nartnmi 1)6 C .°n,? r6d on 1,513 amount, and the individual 

though it is below *5 ° f . f 90 , 0 each clnaot claim any refund even 
remstcred t^ 1 ^ th ® texable lmt of Rs 3000 In case the firm is 
dtterm ^ i% S T> U,n - l ? n S J ab,e h ? the 33 tax shall not be so 
R« 1 900 and B i non ba apportioned between partners as A 
total inwme T ^ ose partnars bo a33a33a ™ a on their 

Registration bow etleclel— (See 26 A) 

the * Siting itself registered under 

rexlstrafonin Ji'r tS re ^, ira ? ta ^^‘t an Application for 

The VbSS beJ r °J? a V i abla from tba Income Tax Office 

uanled an n„ b9 8 l f ed , by ! the 13 to bo accom 

panied by an instrument of partner^ p specifying the Individual 
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share of the partners, in duplicate. The Income-Tax officer will then 
conduct enquiries regarding the genuineness of the firm and if satis- 
fied shall endorse the original with a certificate to the effect that the 
registration has been allowed and return the deed to the assessee, the 
duplicate being retained as part of the assessee’s record. 

Registration once granted shall be valid upto the end of the 
financial year in which it is allowed but can be renewed each year by 
the Income-Tax Officer on an application in the prescribed form 
accompanied by a certificate signed by all the partners to the effect 
that the constitution of the firm has not been changed . In the event 
of the constitution being changed a fresh partnership deed should be 
submitted. 

Gronnds-tm whleb registration may be refused 

(i) If there is any evidence direct or circumstantial showing the 
ingenuineness of the so-called instrument of partnership, the Income- 
Tax Officer may refuse the registration in question 

(if) Where the partnership consists of a firm and some indivi- 
duals and deed of partnership while mentioning the proportion in 
which profits and losses are to be shared between the firm and the 
other partners does not specify the shares of partners of the firm 
which is a member of partnership, the partnership cannot be regis- 
tered. 

(iii) Where a partner dies and the application for registration 
does not disclose the fact of death of the partner, registration may 
be refused. 

Concellation ol Registration [Sec 23 ( 4 ) ] 

The Income-Tax Officer is empowered to cancel the registration 
already granted in any of the three following cases and shall make 
the assessment to the best of his judgment • — 

(i) Where a person fails to make the return required by the 
general notice under section r2 (2) or has not made a return or a 
revised return under section 22(3). 

(ii) Where a person fails to comply with all the terms of a 
notice issued under section 22(4), which requires an assessee to 
produce or cause to be produced on a date mentioned therein, such 
accounts or documents as the Income-Tax Officer demands. 

(iii) Where a person having made a return, fails to comply 
with all the terms of a notice issued under section 2d (2), which 
required an assessee to be present at the Income Tax Office on a date 
mentioned therein or to produce any evidence in support of his 
return, in case the Income-Tax Officer is not satisfied and has reason 
to believe that the return made under section 22 is incorrect or 
incomplete. 

It must be noted, however, that an order refusing to register a 
firm is appealable and no order for the cancellation of the registration 
shall be passed unless a 14 days notice has been served on the firm. 

Division ol Profits 

The present Act provides an important change in the method of 
dividing profits between partners. Formerly profits were divisible 
for tax purposes on the basis of the shares of each partner at the time 
of making the assessment. This led to two anomalies : — 
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0) A. newly adm tted partner who came into the firm whea 
profits were decl nlng found himself confr nted with a tax Ii 8 »« * 
based upon the previous year s profits wh ch were rnuen iaT S®" . 
wh ch were allotted to an outgoing partner He, therefore, “W 
pjy tax on profits much greater than what he bad personally reoe 
or had any prospect of receiving It was of course, always °f ,e . 
the partners to make some amicable arr ngeroent between them'eiv 
for the equitable sharing of the tax hnt when partnership agreemen 
are drawn up it is not always easy to foresee that the incidence 


Income Tax is to be anomalous 

(it) Then theTe la the other s de of the picture Unscrupulous 
firms started a practice of introducing 'dummy" partners, usua y 
employees or relat ves, just before the assessment proceedings staneu 
and so reap the benefit of the low rates of tax on the income of the 
new partners They could d smiss these bogus partners at will » 
enjoy the profits themselves without having to pay tax at the high 
rates appropriate to their own incomes 

All this is now changed and the profits of a registered firm 
though Btifl to bo assessed on the firm as constituted at the timeoi 
mating the assessment (no other course being practicable) are to be 
divided between the partners who were entitled to them during the 
previous year That is to say, each partner s share in the income 
assessed for In ome Tax purposes is exactly what he received or was 
entitled to receive Thus suppose there was a partnership of A and 
B lathe previous year the profits of which were Ra 50 000 of which 
A. received Rs 40 000 and B Rs 10 000 A retired whilst O was admitted 
(In the following year but before the assessment was made) having a 
equal sharo with B in the profits after the change in partnership The 
assessment would under the new law be made upon the partnership 
firm o! B and C but the profits would be apportioned as to Rs 40 000 
to A and Rs 10,000 toB Under the old system profits would have been 
apportioned as to Rs 25 000 to B and Rs 25 000 to O even though the 
current year a profits may be only Rs 5 000 (so that C a chare in the 
tax liability would have been taxed on R» 25 000 even though he 
received only Rs. 2 500 profits) 


Change In ihe constitution ol the Firm— (Sec. 26 ) 

“Where at the time of mat ng the assessment of a firm It is 
found that a change has ocenred in Its constitution or that a firm has 
been newly constituted the assessment should be on the firm as 
constituted at the time of makng the assessment But each partner 
wo fid be assessed on the share of the firm e income which he was 
entitled to receive in the 'previous year vir the accounting year in 
question 


If for some reason or the other the tax assessed upon an out. 
going partner cannot be recovered from him, it will be recovered from 
the firm as existing on the day of the making of the firm 8 assessment. 


Salary, Interest, Commission etc to partners 

One further change made in the d Vision of profits has swept 
away certain difficulties wh ah have arisen owing to differences In 
interpreting the law when one or more partner is ent tied to a salary or 
interest The disputes in the past have been whether the salary or 
interest constituted part of the profit or should be separately assessed os 
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a distinct source of income on the partner entitled to receive it and also 
whether any separate assessment to be made should be on the basis of 
the amount due or on the amount received. At present income 
received by a partner from his firm is to be regarded as part of his 
share in the profits of the firm. That is to say, in computing the 
income of the firm all salaries and interest credited or paid to partners 
are disallowed and are treated as part of their share in the profits 
for the purpose of division between the partners. Sec., 16 ( 2 ) provides 
that where an assessee is a partner of a jirm (whether registered or 
unregistered) then whether the firm has made a profit or a loss> his 
share whether a net profit or net loss shall be taken to be any salary , 
interest or commission or other remuneration payable to him by the 
firm in respect of the previous year increased or decreased respectively 
by his share in the balance of the profits or loss of the firm after the 
deduction of any interest , salary commission or other remuneration 
payable to any partner in respect of the previous year. 

This is a more sensible arrangement as there was much reality 
in the old disputes as to whether a partner could earn a salary from his 
firm or whether what he received was profit. As the following 
example shows, there is no double assessment in the new method 
which is clearly equitable and achieves the result of assessing each 
partner of his actual total share in the profits of the undertaking and 
at the rate appropriate on his total income. 

This is made more clear by the following example taken from 
the Report of Income-Tax Enquiry Committee 1936 — 

A, B, and C are partners in a registered firm the trading profit of 
which is Rs. 3,000 (before providing for interest on capital and 
partner’s salary). The partnership deed provides for the payment of 
salaries of Rs. 5,000 to A and Rs. 4,000 to B and of interest Rs. 1,C00 
to A, Rs. 1,500 to B and Rs. 2,000 to C, the balance of profits 
to be divisible in the proportion of 10% to A 10% to B and 80% 
toC. 

According to the above method the profit and loss account will 
be adjusted as follows : — 



A 

B 

0 

Total 

Salary 

5,000 

4,000 

JTil 

9,000 

Interest 

1,000 

1,500 

2,000 

4,500 

Less Balance 

6,000 

5,500 

' 2,000 

13,500 

of loss 

1,000 

1,000 

8,000 

10,000 


5,000 

• 4,500 

—6,000 

3,500 


The result of this interpretation will be that A by reason of his 
12 months activities in the business of the firm has earned an income , 
(which is now assessable on salary etc. as soon as it is due or payable)'" 
of Rs. 5,000, B has earned an income of Rs. 4,500 and C has suffered a 
loss of Rs, 6,000. On this interpretation A’s share will be Rs. 5,000 
(profit,) B’s share Rs. 4,500 (profit) and C will be entitled to ' set off a 
loss of Rs. 6,000 or carry it forward in case he cannot set off. 
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Illustration 57 

The following is the Profit and Loss Account of Messrs, 
Ramainshna and Sons for the year ending 3lst March 1949. The firm 
consists of three partners A, B, and 0 sharing profits equally. You 
are required to show the assessment of the firm, if it la registered and 
unregistered. 


Prom and Loss Account lor the jear ending 21st Hareb 1849 


To Stock 1-4-46 
ii Purchases 
n Advertising Charges 
i Salaries & Wages 
i» Rent 

, General Charges 
i, Audit Feo 
it Insurance 
.i Reserve for Doubtful 
i> Debts 
Income Tax 
„ Loss on *ale of 
Securities 
,< Charities 
» Presents 
» Net Profit 

A 2,333-5-4 
B 2,333.5.4 
C 2,333.4.4 


Rs. Rs. 

. 50,000 By Sales 1,19,000 

60.000 „ Stock 3L3-47 34,000 

10.000 
12,000 

4.000 

1.000 

3.000 

1.000 

1.500 

1,000 

2,000 

250 

250 


7,000 
1, 53^000 


1,53,000 


The wta... h„e olw ott „ iMome ^ maM 

Admissible lose in Cotton Business 2.OT0 ^ 


S&tun 

Net prefit'as per 

Add items disallowed 

S™TS D “ btMDebts 

cCS, s “ , ' 0tI ' 1IKtm "‘ l 

Presents 

Total Taxable income of the firm 


1,500 

1,000 

2.000 

250 

250 


7,000 


5.000 
Rs. 12,000 


(,,) A»„„, 0/ Fl , m Rrsl „„ ;i| 

on Rs 12,000 collectively” bu°° t h^thr ee^ oar fn™ a, H ®2 ai n st the fi 
individually as under ■— ee par{nera shall be asse*< 
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C 

Share of Registered 

Firm’s income ... 4,000 

4,000 

4,000 

Less Loss in Cotton Business... 2,000 

• •• 

... 

2 ;ooo 

4,000 

4,000 

B and C will pay tax as under, while A’s income being 

less tban 


Rs. 3,000 shall not be taxable : — 


Tax Calculation : — 

Rs. 

Business Income 

4,000 

Less Earned Income Allowance 

800 

Taxable income 

Rs. 3,230 

Tax on first Rs. 1,500 

Nil 

On Balance of Rs. 1,700 at 9 pies 

Rs. 79-11.0 , 

B and C, therefore will pay tax amounting to Rs 106-4,0 each, 
(fit) Assessment of the Firm as Unregistered, 

The firm will be assessed on Rs. 

12,000, the total income and 

shall be required to pay a tax of Rs. 667-3.0 directly, calculated as 

under : - 

Rs. 

Total Income of the Firm 

12,000 

Less earned income allowance 20% 

2,400 

Taxable income of the firm 

9,600 

Tax on first Rs. 1,500 

Nil 

On next Rs. 3,500 at 9 pies 

164 1-0 

On Balance of Rs. 4,600 at 1 anna 
and nine pies 

503.2.0 

Total Tax 

Rs. 667.3.0 


The individual partner’s share of profit of Rs, 4,000 each would 
not be taxed again but will be included in their total income. Theore- 
tically, income being Rs. 2,000 ; Rs. 4,000 ; Rs. 4,000 respectively, yet 
they will not be allowed a refund though their total income is taxable 
at a lower rate. In case of A his total income, being less than 
Rs. 3,000, is not liable to pay any tax but tax paid on his share of 
firm’s income of Rs. 4,000 shall not be refunded to him. 

Comparing the assessment of the two firms registered and un- 
registered as above, it will be noted that the partners in a Registered 
firm pay less tax than that in case of an Unregistered. 

Illustration 58 

The following is the Profit and Loss Account of Rath Trading 
Syndicate, having two partners A and B sharing in the ratio of 2-T. 
You are required to ascertain the total income of the firm and taxable 
income of the partners if the firm is registered as also when it is 
unregistered. A has his other income from Property (net) amount- 
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lng to Rs 15,000, B has received interest on depjsita and Examination 
Ramuneration amounting in alt to Rs 5,000 


Prollt and Loss Account (or the sear ending 3lst Dee. 1946 



Rs 

Rs 

To Stock LL.45 

8,000 By Sales .. 

28,600 

„ Purchases 

15,000 „ Discount 

100 

„ Salaries and wages 

9,000 „ Sto k 31 12 46 . . 

1,500 

„ Rent 

1,800 

„ Sundry Expenses 

800 „ Net Loss 


„ Audit Fee ... 

500 A 5,200 


„ Income Tax 

300 B 2,600 

7,800 

„ Charity and Presents 

200 


„ Partner’s Salary 

A 1,000 

B 1,000 

2,000 


»> Interest on Capital 

A 300 

B 100 

400 






38,000 

38,000 

Solution 

— 

* 


(») The toss of the firm would be adjusted as under 


5,000 

- 1,000 


Rs 

7,800 


2.900 

4.900 


Ne V^ of tho Gfm 113 P° r Profit & Loss A/o 
Less expenses not admissible 

Income Tax 3oo 

Chanty & Presents ' 200 

Partners Salaries 2,000 

Interest on Capital 400 

Firm’s admissible Loss t 

ADocatLon of Loss amongst the Partners • 

Partners’ Salaries 
Interest on Capital 
Firm a Loss Divisible 

„ . Firm's Admissible Loss 

Partner’s Total Ineoma 

Property income . - , 

Interest l5 >000 

Less Loss from Business — 3^7 

2 1 * 433 Rs 3,667 
(11) Assessment of the firm— A j r,.,,, T ~~ 

In case the firm « registered if i n 

““ “ “‘ e tedmd “ 1 S™ 


A 

B 

Total 

Rs 

Rs 

Rs 

LOOO 

1,000 

2,000 

300 

100 

400 

-4 867 

—2,433 

— 7,300 

—3,567 

—1,333 

—4,900 
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calculated as above viz. Rs. 11,433 and Rs: 3,667 respectively. The 
firm being registered partners can set off the share of the firm’s loss 
out of their other incomes. 

(iii) Assessment of the firm — As Unregistered. 

Firm being unregistered, it shall be taxed directly and the total 
loss of the firm can be carried forward to be set off out of the future 
profits of the firm as the partners are not allowed to set off their share 
of firm’s loss against their other income and thus they will pay tax on 
Es. 15,000 and Es. 5,000 respectively. 

Illuitration 59 

A, B and O are carrying on business in partnership sharing 
profits and losses equally. Their Profit and Loss Account of the year 
ending 3lst March, 1947, is given below. The partnership agreement 
provides that partners are to be allowed interest at 5 percent per 
annum on their capitals and have also to receive management salaries 
of Rs. 8,000, Es. 4,000 and Rs. 2,000 respectively. Their capital 
contributions amount to A Rs 1,00,000, B Rs. 50,000 and C Rs. 40,000. 
You are required to show the allocation of profits amongst the partners. 

Prollt andLoss Account lor the year ending 31-3.37 

To Trade Expenses 28,700 By Gross Profit 1,95,000 

„ Interest on capital „ Profit on Speculation 2,000 

A 5,000 
B 2,500 

C 2,000 9,500 


„ Salaries 

A 8,000 

B 4,000 


C 2,000 

14,000 


„ Charities 

500 


,, Net Profit 

1,44,300 



1,97,000 

1,97,000 


Solution 


Profit as adjusted for Income ‘Tax 


Rs. 

Net profit, as per Profit & Loss Account 

1,44,300 

Add items disallowed 

Rs. 


Charities 

500 


Interest on Capital 

9,500 


Partner's Salary 

14,000 

24,000 

1,-68,300 

Less income not taxable 



Speculation Profit 


2,000 

Taxable income from Business 

1,66,300 
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statement showing distribution of firm’s total income 

AMONGST THE PARTNERS. 


Particulars 

Total 

A 

B 

O 


Rs. 

Rs. 

Rs 

Rs 

Salaries 

14,000 

8,000 

4/300 

2,000 

Interest on Capital 

Profit (Divisible 1.66,300 
less Salary and Interest 

9,500 

5,000 

2,500 

2,000 

on Capital) 

1,42,800 

47,600 

47,600 

47,600 

Total 

1,66,300 

60.600 

54,100 

51,600 

illustration 60 






i „ ■ B ,, and ar ® Partners in a registered firm sharing profits and 
losses equally The 'firm has made an assessable profit of Rs 45/300 
y '" *,“ ded J l!t March ' 1,47 T ‘>« wrtiets have their other 
£S of ,«h penner ' ' W ' red “ prep “‘ •“emeob of tot.l 

, a .uii? ) «m ha9 « fI . ere ? Alo8SmCoUonbus,DeS9 of Ks 2,000 which 
S£i fi e is also bhanng i n an unregistered firn to the extent 
R?10 000 P H ^ l he h fi 7 n 69 sett,ed for tax purposes amounts to 
‘ H R ^l\ P6rty ta “ mo tnet > amounts to He 1,500 

I«m s5SS?t S 14 * ( ? r “ 5 > R J 2 ' 500 ' I ? teesl 

h,s ° wn ho ^ 

. l». of B. l!,OOotTd 0-“w. r ta' K'ttS 6 ,™ ’3“'* h “ 

tn an unregistered ^ I \ ro 18 “J™ therein. He is also a partner 

eh.roroth. Orm^,? " dol ? 5oIB5 5 ' 000 " nl to 

ond ha. paid la.urooco* premium of Eroun4 re ht of Bo. 500 
Solution ’ * 

(•) Statement ot A’a Income 

lit «w 6 m a R ®Sistered Firm ... 15,000 

1/t share in an Unregistered Firm Z BO 


Less lo-s on Cotton Business 

Income from Business 
income from Property 

i i. Total Income 

fes MMoite”; aii » w “ooo 

firm) ’ ,00 ° Bhare in unregiste 


20,000 

2,000 

18,000 

1,500 

19,500 

2,600 


16,900 


Taxable Income 

Exempted Income •— 

“unregistered firm 
. , which must have beet, 

A would pay tax on Rs ll gnn Ra 5,000 

Rs. 16,900 ' 11,900 at an average rate applicable to 
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Basis of tflxahon— An association of persons is ossc«sed in the 
same manner as an individual on its totat income and like an unregis- 
tered firm the amount of taT levied at the appropriate rate is recover, 
able from the association direct. Members of an ‘association* are 
exempt from tax second time m tlieir hands, on their shares received 
out of the profits of the association Their shares, however, are 
included in their respective total income for determining the rate 
of tax 

Like an unregistered firm the members are not allowed to claim 
a refund where their Individual rote of tax is lower than that of the 

association 

Where, however, the association does not pay any tax on the 
ground that its total income is below the taxable limit, the members 
are liable to pay tax on their proportionate shares along with the 
amount of tax payable in respect of their other Incomes 
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Assessment In esse o! probable departure from British India (See. 

24 ^ WUea tho Incomo tax Officer Sadi that any ass esse* is leaving 
British India m the current year or soan afterwards and Has no 
intention of returning he shall servo a notice upon him, calling upon 
him to furnish a return within a period not le»s than 7 days Jrom the 
date of tho notice After tho expiry of this limit ho may proceed to 
assess him on tho following income — 

1 Total income of poriol, from the exp ry of the last previous 
year of which the income has boon a'ses3ed in Ins hands to the 
probable date of departure from British India. 

2 In case he has not boon pre v ously ass essed, then on the total 

income of the period upto tho probable date of departure from British 
India , , , 

The assessment shall bo made on tho total mcomo or each 
completed previous year included in such period, at a rate at which 
such moo no would have been charged had it fully ftS4Cs‘od 


The Income Tax Officer shall ostjnahj the total incomo of such 
person during such period and assess it at the rato in force for tho 
financial year in which such ass eminent is made 

Assessment ot Co-owners 

Under the Incomo Tax Act, 1922, tho High Court had held that 
when the property was ownod jointly by two p r r&ons with definito 
shares, such persons were aao03a ble on the Income from such pro- 
perty as assoc ation of individuals 

Under tho 1939 Amendment Act such persons aro now not to bo 
asso sed as an association but tho >harcs of tho,r incomo from pro. 
p B rty shall be included in thoir indtv dual total incomo 
Discontinuance of Bnslntss— (Sec. 23 and 44) 

Where any bjsiness profession or vocation carried on by a firm 
or association of persons is dissolved every person who was member 
of the firm at the timo of disoont nuance or dissolution shall bo 
responsible in dividually as well as jointly for tho amount of tax 
payable. 

Any person discontinuing any such business profession or 
vocation mu t give a notico to the Income Tax Officer within 15 days 
of the discontinuance, failure to give such notice rend rs hun liable 
to a penalty wh ch may be as great as the amount of tax (Sec. a3 (a). 

The Assessment in case of a discontinuance of business shall be 
made on the following basis — 

(2) Where the haslets* Income was cot tmd Under the 
Income Tax Act Ot 1918 Where any business or professmn which 
was not assessed under the Act of 1918 is discontinued in any year, an 
assessment can be made in the same year on the basis of the income 
of the period between the end of thr 'pr vious year* and the date of 
such discontinuance, in addition to the usual assessment to be made 
on the income of the ‘previous year’ c g. A had started business 
m 1927 which closes on30th November, 1945, as he wanted to retire 
"is accounting year ended on 31st March For tbe assessment of 
194a.4C, hewai assessed on his business income of t e year ending 
31st March, 1945 and will also be assessed sup pie men tardy for the 
same year 1345.46, also on his income for 8 months i e , from April 45 
to November 45. 
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(b) Where the business Income had been assessed under the 
Aot Ol 1918— 'Where any business or profession which had been 
assessed under the Act of 1918 is discontinued no tax will be payable 
on i he income of the perioa between the end of the previous year and 
the date of such discontinuance. The assessee can further claim, if 
it be beneficial to him, that the income of the previous year will be 
deemed to have bean the income of the said broken period. The claim 
should be made before the expiry of one year from the date on which 
the business was discontinued and on receipt of the claim, the Income 
Tax Officer shall proceed to make the assessment accordingly. If the 
assessment on the income of the whole of the previous year had been 
made and the tax paid thereon, before such claim was put in, refund 
should be allowed to the assessee of the excess of such tax over the 
revised assessment. 

For example, Mr. M. 0. Gupta is the proprietor of National 
Trading Corporation. The Business is carried on since 1910 and 
income-tax was paid under the Act of 1918. The accounting year 
ends on 3lst January every year. The business was closed on 30th 
June, 1945. His profits of the -previous year ending 31st January 
amounted to Rs. 25,000 and those of the five months ending 30th June 
1945 to Rs. 4,000. His assessment for tfie year 1945-46 was not 
completed before 30th June. He has forwarded a claim for relief 
under the above provisions on 15th July 1945. There will be no 
assessment for the year 1946-47 on his total income of the five 
months ending 30th, June 1945. Since no assessment was yet made 
for the assessment year 1945.46 the Income Tax Officer will subs, 
titute the income of the broken period of 5 month (Rs. 4,000) for the 
income of the previous year (Rs.25,000) and make an assessment for 
1945.46 on the income of Rs. 4,000 only. The assessee will thus save 
the tax on the whole of the income of Rs. 25,000. 

When there is a succession to a business, profession or vocation 
which had at any time been taxed under the Income Tax Act of 1918, 
the owner of the business which is also entitled under section 25 (4) to 
the concession enjoyed by the owner of a discontinued business. It 
means that the predecessor m such a case is not liable to pay tax 
on the income of the period from the end of the previous year to the 
date of succession and he can also claim that the income of that 
previous year shall be deemed to be the income of the previous year. 
No claim for relief in such cases shall be entertained unless it is made 
before the expiry of year from the date of succession. 

Assessments ol Temporary Residents— 'Sec. 24 A 

When it appears to the Income Tax Officer ’that any person may 
leave British India during the current financial year or shortly 
thereafter and that he has no present intention of returning, the 
Income Tax Officer may assess such person on his total income of the 
period from the expiry of the last previous year up to the probable 

- date of his departure from the British India ; or if he has not been at all 
assessed then on his Total Income of the period from the date of his 

- arrival to the probable date of his departure. 

The Income Tax Officer shall serve a notice on such person 
under section 22 (2) of the Act, requiring the assessee to file his return 
within such time not being less than 7 days. 

20 



154 INCOME-TAX LAW & ACCOUNTS 


la such ca^es the assessment will be made on the income of 
each completed previous year included in the said period but 
applioible to the corresponding assessment year. As regards the tet 
broken year upto the probable date of departure, the income n&f 
have to be estimated and the rate applicable will be that prevailing 
m the current financial year. 

Such an %ses»ee shall be required to pay tax before Ins departure 
and if necessary his bank balance may bo frozen and bis personal 
assets attached. 


Deceased person’s assessment— See. u4 B 

In case of a deceased person, the executor or administrator of a 
deceased person is requxed to pay tax on the income of the deceased 
but only to the extent to which has estate *3 capable of paying the same. 

Whero a person d es before the publication o< the Notice in the 
press regarding the filing of the Return of the Total Income or before 
the Income Tax Officer issues a notice on him, a nch notice will bo 
served on his executor or administrator ; while u such a person dies 
after the receipt of the not’eo hut without filing a return, the 
administrator or the executor shall bo required to Ido the same and to 
produce evidence, accounts and documents etc. 


Temporarj Transfer of Assets 

If the assesveo transfers his assets to a non-resident or to a 
person not ordinary resident for the purpose of avoiding the tax, 
the Income Tax Officer may treat such moomo aa the income of such 
transferor But the following conditions must be fulfilled before such 
a step can be taken by tho Income Tax Officer 

(a) There should be a transfer of assets. 

(b) The income, which if it was the income of the transferor, 
should be chargeable to income tax. 

(c) The income should be payable to a Non-resident (i) by virtue 
or in consequence of the transfer atone, or (u) in conjunction with aa 
associated operation, and 

(d) the transferor ehould have acquired the right by virtue of 
which he should have power to enjoy the income. 


Bocd-Wasblog 

If by artificial arrangement, an owner of securities sells them to 
his nominee before the due date of their interest and buys them back 
from him subsequently to that he received a sort of capital profit while 
his nominee who is not liable to tax received the interest, such interest 
can be taken as the income of the vendor (real owner) and not as that 
of the purchaser (temporary owner). 

Tha Income Tax Officer may in such cases require the assessee 
to lurnish particulars Failure to furnish particulars will render tha 
assesses liaofe to a j easily which may extend to Rs. 500 per day 
during which the default continues. 

Guardians, Trustees, and Agents— Src. 4a 

Wt,nL^r^^^ Um ^^? tee i >fan y I>erson being a minor, 
beneficiary ) is entitled to receive 
on behalf of such beneSc-ary any chargeable income, the tax wiU be 
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otuns oq; nt ;uof?n jo oo;suj; qons uiojj ojqujOAoooi pnn nodn poiAOj oq 
uno uo9J0q; xn; oq; 'ouiconi ojqnsffjuqo iun jjnqoq siq no oaioooj o; 
popque si ;uepisoj-uou n jo ;noSy jo ooijsn.ij, oq; ejoqM (??) 

'puiin punos jo jo oSn qnj jo ji sn XjnioqOtiaq qons j£uu 
uiojj ojqnj0Aoo9j pus nodn poiAfq nooq OAtiq pjnoAt sn jonuntu otnns 
oq; ui eo;snJ; jo unipiunS qons iuojj ojqnJOAoooj pun uodn poiAQj 


SSI 


sasvo iyioms hi iNanesassr . 
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STATEMENT OF TOTAL 1HC0UB 


Amount of Tax deducted 


Incoma from Salary (Earned) . . I 2 - 000 

Income from Securities — 

6% Debentures of Re 2,00,000 1 3 000 ^ 

Interest from Tax free securities . . J - uuu ^ 
Income from Property — 

Annual rental value 15,000 
Less admissible expenses 
l/G for repairs 2,500 

3,700 WOO 8.800 

Income from business — ^Earned) 

Share in the profits of a registered firm 9,500 
Income from other sources ^ ^ 

Inoomo as an insurance agent (Earned) 12,000 
Interest on deposits 400 

Pension from an State (Earned) 5,000 

Remuneration as an Examiner [Earned] 2,000 
Director b fee [Earned] 500 

Total Its. 68,044 
Less earned income allowance 4,000 


Exempted income — 

Interest on tax free Government Securities Rs 3,000 

Income Tax payable — Ts as p 

Income-Tax on Its 28044 tlnoome from c alary and 
Securities — earned income allowance on Rs 12,000 
(Salary) being of total tax on Rs- 68644 at the 

rates specified In the Finance Act of 1948 7,129 9 3 

Income tax on Rs 36,600 (Remaining income— 

Rs 1,600 for earned income on income from business 
(Rs 4,000 (Maximum earned income allowance) — 2400 

alreidy allowed on Salary) being -wfrT* of total income 
Oo 044 

tax on Rs 68,644 at the present rates specified in the 

Finance Act of 1949 9233 15 1 

16,363 8 4 


Total Income-Tax 
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Less rebate at the average rate 48.6 pies in the 

rupee ( 16 /3G 3 - S_4 "V oQ g 3 qqq being exempted 

V Rs. 64,644 / 

income ... ... ... ... ... 759 6 0 


Income-Tax payable ... 15,604 2 4 


SUPER. TAX PAYABLE 

on Rs. 12,000 (Salary income) 
on Rs. 29,000 (Earned income) 
on Rs. 27,644 (Unearned income) 


Rs. as. p. 
... 1,564 13 4 

... 3,781 10 0 

... 4,892 1 0 


Total ... 10,238 8 4 


total tax payable 


Income-Tax 

Super-tax 


Rs. as. p. 
... 15,604 2 4 

...• 10,238 8 4 


Tax payable ... ... ... 25,842 10 8 

Less deducted at source ... ... ... 5,620 0 0 


Amount now payable ... 20,222 10 8 


METHOD OF CALCULATION OF SUPER-TAX 


(1) As the total income includes salary of Rs. 12,000 Super-Tax 
on salary income for the assessment year 1949.50 shall be calculated 
at the rates in force in the previous assessment year i.e . in this case 
1 948.49 and the super-tax chargeable on this income shall be propor- 
tionate to the amount of Super.Tax on Total income viz. Rs. 68,644. 

On the salary income of Rs. 12,000 the super .tax has been 
calculated as under : - 


on Rs. 25,000 
on Rs. 15,000 
on Rs. 15,000 
on Rs. 13,644 


• Rs. as. p. 

m. 

1875 0 0 
2,812 8 0 
4,263 12 0 


8,951 4 0 


Super- tax on Rs. 12,000 = Rs. • 1,564-13.4 of Rs. 8951.4) 

For rates see Finance Aot 1948 as given in the appendix. 

( 2 ) As the income is partly earned and partly unearned super- 
tax on earned and unearned income shall be calculated as under) — 

(a) Super.tax on earned income of Rs. 29,000 will be propor- 
tionate to the Super-tax on total income of Rs. 68,644 assuming it to 
be wholly earned ; — 
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Rs. 25,000 
Rs. 15,000 
Rs. 15,000 
Us 13,644 

Rs. 03,644 


R-. 

Nil 

1.875.0 0 

2312 8-0 

4.263.12.0 

8.95L4JJ 


Super Tax oa R s. 29 300 => 8931-4.0 ^f 29,000/03644 
Rs. 3781 10-0. 

For rates bco Finance Act 1949 given in the appendix 
(b) Tho Super.Tax oa unearned income ot TU. 27A44’wd\ t>« 
proportionate to the Super-tax on the total income of Es 63, 
assuming it to he wholly unearned. 

Rs. 

On Us. £3000 „Nd 

„ next Rs. 15.000 Mil- 

„ next Us. 15.000 

„ next h(L 13,614 ■’.HO- 8 0 


11*. 68,611 


12.HJJ2-0 


on Rs. -7,614= Its. li.UT-12.0 ol^j-Rs. 4, 632.1.0. 

For rates consult Finance Act 1949 gnen 10 the appendix. 
Therefore the Total amount of Super-Tax payable 

Rs. a p. 

On Salary Rs. 12,000 .. ... 1,564 13 4 

On Income (earned) Rs. 29,000 ... ... 3,781 10 0 

On Income (unearned) Rs 27,644 ... .. 4,892 1 0 

Total Rs. 10238 8 4 


Illustration 62 

A had the following income for the year ending 31st March 1949 
Rs. 

1. Salary ... 1.. 10,000 

2. Income from property (Taxable) ... 3,00,000 

3. .Income from bus met a 20,000 

4. Gains oa sale of securities ._ 20,000 


Ascertain A’b taxable income 
super .tax payable by him. 

A’b Assessment for 1948-42 

and the 

amount of income and 

1. Salary 

Rs. 

Tax deducted at source 

10,000 

593.12 

2. Income from property 

l Tax able) 

30,000 


3. Income from business 

20,000'' 


Total Income 

60,000 




Less earned Income 
Allowance 

Taxable Income : — 
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4,000 
56,000 

Rs. n. p. 

Income Tax on Rs. 56,000 : — 

on Rs. 8,000 ( salary i. e. Rs. 10,000— 1,966 10 8 

Rs. 2,000 as earned income allowance on 

Rs. 10,000) being of total tax on 

Rs. 60,000 at the rates specified in the finance 

Act of 1948. , -r 

on Rs. 48,000 ( Remaining income 11,693 12 0 

Rs. 2,000 earned income allowance (Rs. 2,000 

already provided on salary) being of 

total tax on Rs. 60,000 according to the present 
rates given in the Finance Act of 1949. 


- Total Income-Tax 

13,660 6 

8 

Super-tax on Rs. 60,000 : - 
on Rs. 10,000 (salary) ... 

1,041 10 

8 

on Rs. 20,000 (earned) 

... 2,083 5 

4 

on Rs. 3d,0 i0 (unearned) 

4.453 2 

0 

Total Super -tax 

7,578 2 

0 

Income Tax on Rs. 56,000 

13,660 6 

8 

Super-Tax on Rs. 60,000 

7,578 2 

0 

Total Tax 

21,238 8 

8 

Less tax deducted at source 

593 12 

0 

Tax payable by A 

29,644 12 

8 


Note —Capital gains are made exempt from tax from the assess, 
ment year 1949.50 

Illustration 63 

A, B, Cy and D are four partners in a firm sharing profits and 
losses as 6 : 3 : 2 : 1, The firms income during the previous yoar i.947,48 


is as under : — 

Ks. 

Net income from Property 25,000 

Net profit from the Mill 75,000 

Dividends Gross ' 35,000 

Tax free interest on Govt, securities 51,000 ’ 

Taxable interest on securities (gross) ' 64,000 

Mortgage interest 5,000 

Managing Agency commission 60*000 


You are required to ascertain the income of the firm liable to 
super-tax and income-tax assuming the firm to be an unregistered one. 
What shall be the partner’s individual taxable income for income-tax 
and sup or .tax, if the firm is a registered one. 

21 
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Solution STATEMENT OP TOTAL INCOME 

4 IK 

Income from securities - 51.000 

Interest from tax-free securities C4.000 

Interest from taxable soouritie* 55 qqq 

Income from property (net) 75J)00 

In come f r om business 

Income from other sources 35 qq,j 

IHridends 5*000 

Mortgage interest 00*000 

Managing Agency commission w,v _ 

Total It* 3,12,000 

Exempted income — 

Interest on Tax froo securities 5 

Inoome lrnblo to tax vs Its 2,57,000 (l e- B» 2-Gl»000 mm 
Its 4,000 for earned incomo allowance) 

Income liable to super tax is (Its 3,12,000 minus Its , 
statutory allowance) Its. 2,87*000. 

(l0 In caso of Registered Firm • , , to 

Incomo Hablo to Income liable W 

Inoomo.tax 3upor.taX 

A 1,10,500 i. SC, 000 

B 65,250 78,000 

O , 43,500 58*000 

D 21,750 26,000 


2,61,000 3,1 2,000 

While paying super tax each partner will got an abatement of 
Rs. 25,000 as statutory allowance, and while paying Income-tax e3C , 
partner will get earnod income roliof at 20% with a maximum « 
Rs 4,000. 

Illustration 64 

P,K&Q are equal partners in John’s Flour Mills, Agra, the 
firm being an unregistered one From the following Profit and 
Lobs A/o of the firm for the yoar ending 1st March* 1947, you ar0 
required to ascertain its iucome for super.tax purposes and also show 
its allocation amongst the partners 


PROFIT AND LOSS ACCOUNT 


To Salaries 
„ Charities 


„ Bad Debts written off 5,900 
,, Income Tax 3,000 


„ Interest on Capital 


Rs. 

50.000 By Gross Profit 2, 

20.000 „ Profit made on raco 

course (oasuai) 

5,900 „ Rent from subletting 

3.000 „ Discounts and 

allowance^' * 

6.000 „ Profit on sale of 

Investments 
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P 6,000 

K 3,000 

Q 1,000 10,000 


To Partners Salary 
P 10,000 
K 3,000 

Q 6,000 19,000 


„ Net Profits 


General Reserve 
Special Reserve 
P 30,000 
Q 30,000 
K 30,000 


1.70.000 
2,83,900 

40.000 
40,000 


90,000 

1,70,000 


By net Profit 


2,S3,900 

1,70,000 


1,70,000 


Solution ■ • 

Profits adjusted lor Income Tax purposes Rs. 

Net profit as per Profit and Lo3s Account 1,70,000 

Add inadmissible expenses : — Rs. 

Charities 20,000 


Income Tax 

3,000 


Interest on Capital 

10,000 


Partners’ Salaries 

19,000 

52,000 

Less not chargeable under tbis head : — 
Profit made on race course (casual) 

14,000 

2,22,000 

Rent from subletting (property) 

1,500 


Profit on sale of investments 

18,000 

33,500 

Taxable incoma from business 


Rs. 1,88,500 


STATEMENT OF TOTAL INCOME 


Income from Property 1,500 

Income from Business 1,88,500 J 

Capital Gains 18,000 


Total Rs. 2,08,000 


Income liable to super. tax is Rs. 1,65,000 (i. e., Rs. 2,08,000 less 
Rs. 18,000 Capital gains and Rs. 25,000 statutory allowance) 


DISTRIBUTION AMONGST PARTNERS 

P K 

Interest on Capital 6,000—0—0 3,000—0—0 
Salaries 10,000 0 0 3,000-0-0 

Profits 59,666.-10—8 59.666 -10—8 

Income from race courses 4,666 -10 — 8 4,666—10 — 8 


Q 

1,000— 0—0 
6,000— 0-0 
59,666—10—8 
4,666— 10— 8 
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Supertax payable by companies according to the Flnanto 
Act of 19 19 — , 

According to the Finance Act of 1949 super-tax m tho c»o « 
every company ia payabto at the rate of 4 annas In the rupee on 
the whole of total income But it is rrortdod m the Act that— 

(i) a rebate at the rate of three annas per rupee of the total 
incomes chill bo allowed m tho caso of any company which— 

(a) In respect of its profits liable to tax under the Income-tax 
Act for tho year ending on the 3 st day of March) 1930, has ciaue 
tho prescribed arrangements for the declarator and payment tn tne 
provinces of tho dividend payablo out of such profits and for the 
deduction of super-tax from dividends in accordance with We 
provisions of Sub-Secllon (3D) or (3 C) of «-oc 18 of that Act, and 

(b) ta a public company with total income not exceeding 
Rs 25,000 ; 

(u) a rebate at the rale of ono anna per rupee o f the total income 
shall be allowed m tho ca'o of any company which satisfies condition 
(a) but not condition (i»J of the pro 'cding clause ; and 

(in) a rebate of tho rate of one anna per mrca of the total 
income shall be allowed in the case of any company which, not being 
entitled to a rebate under either of the preceding clause u — 

(a) a public company whoso tbares were offered for sale *0* 
recognized stock exchange at any time during the provtous year, or 

(b) a company all of whoso shares wer e held at tho end of tho 
previous year by one or more such publio companies as aforesaid : 

Provided further that tho super-tax payable by a company tha 
total inoome of which exceods R-». 23,000 shall not exceed tho 
aggregate of— 

(a) the super.tax which would havo been payable by the 
company »f the total income had been 11s 25,000, and 

(b) half the amount by which its total income exceed-'* 
Rs. 25,000. 

Explanation For the purposes of this paragraph of this part, 
a company shall be deemed to be a public company only if it t 3 
neither a private 'company within tha meaning of tho Indian com- 
panies Act 1913, nor a company in which shares carrying more than 
fifty per cento! tho total voting power w er oat anv time during the 
previou? year, held or controlled by less than six persons 
Illustration 65 


fi , T) ? r j ) n 2 year * nd, l D 8 31st December, 1948, a company made * 
profit of Rs 24,000. F rnd out the amount of Super-Tax payable by 
tnn comnanv. 


Rs a p Rs. a. P 

(i) Super-Tax on R s 24,000 6,000 0 0 

at 4 a« on the rupee 

Rebate at the rate of 3 as. in 4^00 0 0 

tho rupee assuming that the com. — - 1 500 0 0 

pany has made arrangement for ' 

tha declaration and payment of 
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divi ’ends in the provinces as well 
as the deduction of supertax. 

Supor.Tax payable ... 1,500 0 0 


(ii) In case the company has made no arrangement as given 
above it shall be entitled to a rebate at the rate of one anna provided 
that it is a public company whose shares were offered for sale at any 
during the previous year at any recognized Stock Exchange or whole 
of its shares were held at the end of the previous year by any one 
or more such companies as aforesaid. The super-tax payable by the 
company will be as below : — 

Rs. a. p. 

Super-Tax on Rs. 24,000 at 4 as. in the rupee ... 6,000 0 0 
Less rebate at the rate of one anna in the 

rupee ... J ,500 0 0 


Total Super-Tax payable ... 4,500 0 0 

(Hi) If the company satisfies neither of the above two conditions 
it will pay Super.Tax at the full rate viz 4 annas in the rupee. And 
the tax payable by the company will be : — 

On Rs. 24,000 at 4 as. in the rupee=Rs. 6,000 

Illustration 66 

What would be the super-tax payable by a company who 
has made profits amounting to Rs. 8,000 during the year ended 3’st 
December 1948 ? 

Rs. 

Super-tax on Rs. 80,000 at 4 as. in the rupee ... 20,000 
Less rebate at the rate of 2 as. in the rupee assum- 
ing that the company h is made arrangement for 
the declaration and payment of dividends in the 
provinces as well as deduction of super-tax ... 10,000 


Super.tax payable by the company 10,000 


(ii) In case the company does not satisfy the above condition 
it will be entitled to a rebate at the rate of one anna if it is a public 
company whose share are either ohered at any recognized Stock 
Exchange for sale anytime during the previous year or whole of its • 
share were held by any one or more companies as aforesaid. The 
super.tax payable by the company will be as below : 

Rs. 

Super.tax on Rs 80, 0i 0 at 4 as in the rupee 20,000 

Less rebate at the rate of one anna 5,000 

Super.tax payable by the company 15,000 

( iii ) But if the company satisfies neither of the above two 
conditions it will get no rebate and the total super.tax payable by 
the company on Rs. 80,000 will be at tho rate of 4 as. in the rupee 
i.e. Rs. 20,000. 
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Illustration 67 , , ,, , , __ 

The total taxable profits uf a company during the year ended on 
3W Deo 1948 were Re 25,000 Fmd out the amount of 8upor-lax 
payablo by the company. ^ 

Supor.Tax on Bp. 26,000 at 4 as. in tho rupee ...6,500 
Loss rebate at tho rato of two annas in tho rupee 
assuming that the company has mado arrangement 
for the declaration and payment of dividend in the 
provinces as well as deduction of euper.tax ...3,230 

Snper.Tax payable by the Company 3,250 

But the company cannot pay 6upcr tax more than the super-tax 
computed below 


on Us 25,000 at 4 as. in tho rupee 
Less rebate at the rate of 3 as. 


on Rs 1,000 '1/2 of Bs. 1,000) 


Ks. 

&S 

lls. 

6,250 

0 


4,687 

8 

1,562 



500 



2,062* 


Hence tho supcr.tax payable by the company wiU be 
K» 2,062 as. 8. 

Illustration 68 

You are required to determine the company’s rnoome Iiabloto 
supertax from tho following Profit and Loss Account Allowable 
rates of depreciation aro 5% on ’Machinery and 20% on Buildings. 
PROFIT AND LOSS ACCOUNT OF 8WADESUI JUTE MILLS LTD-, FOR TllE 
m „ YEAR ENDING 31ST MARCH, 1946. 

To Materials Consumed 
„ Stores consumed 
j, Wago3 

,, Factory establishment 
„ Office establishment 
„ income tax 

»« Loss on sale of investment 
» Bad Debts 

n Interest on Debentures 
„ Deserve for b*d debts 
„ Depreciation 
Machinery 10% 


• Net Profit 


To Dividend ordinary 
u „ preference 
„ Reserves 
Balance 


5 20,000 
8,00,000 
6,50,000 
8,00,000 
2,00,000 
10,500 
20,000 

15.000 

10.000 

„ Dividends 
„ Transfer fee 

15, COO 
1,500 

1,00,000 
20,0 0 
28,46,000 



70,1 6,500 


76,16,556 

15.00. 000 

10.00. 000 
2,00,000 
1,46,000 

% Net Profit 

23,46.000 

28,46,000 


28,46,000 
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Solution 

Profits adjusted for Income tax purposes Rs. 

Profit as per Profit and Loss Account 28,46,000 

Add inadmissible expenses : — 


Income tax 

2,00,000 


Loss on investment 

10,500 


Reserve for Bad debts 

10,000 


Depreciation (excess) 

Machinery 5% 

50,000 


Buildings 20% 

10,00o 

2,80,500 


'' 

31,26,500 

Less not chargeable under this head 

: — (Dividends) 

15,000 

Taxable income from business 

Rs. 

31,1 .,500 


STATEMENT OF TOTAL INCOME 

Rs. a. p. 

Income from business ... 31, 1,500 0 0 

Income from other sources (Dividends) (gross) 21,818 3 0 

Total income Rs. 


31,33,318 3 0 



CHAPTER XX 


ASSESSMENT, APPEALS and penalties 


Asstssmenf Procedure 

(i) Filing of Betnrns Un ler the old Jaw nobody in India 
was liable to pay income tax unless the Income-Tax Officer served 
upon him a notice to make a return It was possible, therefore, tor 
pers ns w th Quite a large income to escape income-tax altogether 
if the Income Tax Offioer did not know of their existence or the size 
of their Income When he was able to find out, he could only assess 
for thtf current year and immediately preceding year and there was 
no penalty imposed upon the assesses for having esoiped iti the 
earlier years, uor was thero any way of recovering from him the tax 
which would have been due in those years if he had been assessed 


Under the Act as amended by section 22 (2) the Income Tax 
Officer will continue to send notices to every person whom lie behovos 
to have an income liable to assessment, requiring them to send a 
return of their total income within 30 days of the date of the notice, 
but under subsection 1 ho will also publish general notices ta the 
l ress and in a manner to be prescribed by the Central Board of 
Revenue calling upon every person within hu jurisdiction to make a 
return of his total income if that income exceeded Rs 3,000 in tue 
pteviou, year within 60 days of the publication of the not co It will 
not in future be open to any body to claim that as he has not 
received an individual notice, and as such ho is not 1 able to pay the 
tax, because it will be the duty of every person who knows tbit he 
has an income liable to assessment to inform the Income Tax Officer 
and to ask for a return form 


The assesses, whose source of income is bismoss, is e* 50 
required to give the following information m the return of income 
L Particulars, location and style of h s principal place of 
business as well a« that of its branches 


2 Names, and addresses of the partners in a partnership 
business and the extent of the share and shares of other partners ui 
such business 


fhe Income-Tax Officer at his discretion may extend the period 
within which the return is to be filed in individual cases on reason 
able grounds 1 

Penalties for noo-tillng returns— (Soo 28) Inue the tssessca 
does not file ‘ho return Within 60 days of the publication of notices in 
the press or 30 days of receipt of an individual notief, he i« liable t: 
the following action — 

In case the assessno fails to file the return ut time, a sum n® 
exceeding i) times of income-tax and super tax may be pa d in additioi 
to income-tax and super tax. 

A certain amount of apprehension was expressed in the Leglsia 
Uve Assembly that these new previsions regarding the filing of return 
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would work very harshly on small ignorant assessees. And honce 
certain exemptions wore made to this right of Income-Tax Officer. 

t. If a person genuinely did not think that his income was largo 
enough to be taxed or was vovy ignorant and unable to road the public 
notices, the* Income-Tax Officer would not be ablo to impose any 
penalty because he has a reasonable cause of not complying with the 
demand. 

2, For the protection of small assessees this provision has been 
further modified so as to prevent the imposition of any penalty on any 
assesseo whose total income is less thau Rs. 3,500 unless he has been 
served with an individual notice. 

The reason for excluding incomes below Us. 3,500 is that many 
persons with onfr a modest income from business do not keep proper 
accounts and it would be very unfair to allow an Income-Tax Officer 
arbitarily to determine the tax at, say, Rs. 3000 when the assesses 
honestly believed that the income was only Rs. 1,500 and^' impose a 
penalty of non-compliance with the public notice. 

H. No penalty is to be imposed on an agent of non-resident 
unless he has been served with an individual notice. 

4. The penalty has been limited to Rs. 2-5, in case of those 
whose incomes prove to be below the taxable limit. 

If a return has not been submitted within the time prescribed in 
the notice, it may be filed any time before the assessment. If thera is 
any error or omission in a return furnished, a revised return may be 
filed any time before the assessment, but the assesseo cannot escape 
the penalty for submitting an orginal false return. 

(II) Assessment— (Sec. 23 .) 

(a) When the Income-Tax Officer i3 satisfied that the return 
submitted is correct and complete, he shalL assess the incline and deter- 
mine the amount of tax payable on the basis of such return [Src. 23 (x)J 
This is generally done in case of all those assessees who have more or 
less unvariable income derived from salaries, interest on securities - 
and bouse property. 

(i b ) But if the Income Tax Officer has reason to believe that ' 
the return submitted by an assesse is not correct or complete be shall 
serve a notice on him requiring him to attend in porson to produce 
evidence in support of the rottirn [ See. 23 (2) ]. He can also call for 
'any book of accounts or document in support of the return. But he 
cannot ask the asse_ssee to produce books of accounts of a period of 
more than three years prior to the Accounting year [Sec. 22 ( 4 )] 

The assesses when he is required to present himself, need not 
attend in person and may be presented by a lawyer, auditor, income- 
tax practioner or by an employee to answer questions and whose 
statement will be binding on him. 

If on production of the necessary evidence the Income-Tax Officer 
is satisfied, ho shall make the assessment and determine the tax 
payable. 

Failuro to produce accounts or doaumonts asked for by the 
Income Tax Officer will render an assessee to be assessed ex-parte. 

He is also punishable on conviction before a - Magistrate with a fine 
which may extend to Rs. 10 per day during which the default con- 

22 , 



IfCOHE-TAX LAW & A0C0UNT3 


170 


tlnues or u» liablo to a penally unlor imct on 23 which in ty extend to 
one and a half timo* tha Inca no tax and «upcr-tix payable ami further 
tho income tax payable »hdl bo aide terminal by tho Income-Tax 
Officer If the essos-soo in que.tioi w a regisloroi firm, tho income 
tax officer is further empowered tj cancel iti registration 

Ex.parto Assessment If an usasMjo fa 1» to file tlio return of 
his total incomo within the 'ime montiono ! m tho njtl e, or If ho does 
not produce tho evidence, accounts otc cal'ed for. tho Incomo Tax 
Officer, In another not co Issued to tho assosJoo, may miko an tx.vartc 
assessment to tho best of his judgment Tho Inco-no Tax Officer in 
assessing him ex-par te shall go through tho past return* and sliall toko 
into consideration his local knowellgo and reputo of tho a*soaseo and 
shall estimate tho amount of his income taking into consideration the 
nature of trade as well [Sec 23 \4) ] 

Be-openlng the exparte assessment Tho asse>soo can, however, 
mako an application to tho Incono-Tax Olhcer requesting him to 
reopen ex pane asso sweat and to procood with a fresh averment In 
caso ho lias sufficient causo for not subm (ting tho return in time or 
for not complying with tho nottco of tho Inoomo.Tax Officer. The 
application should clearly explain all tho fa ts and circumstances under 
which the a«essoo was prevented from filling tho return or from 
produemg evidence, recounts eto eollod tor by tho Inoomo-Tax 
Officer If tho Incomo.Tax Officor is siti fiod with tho roasons 
advanced by tho asscsseo, ho can set as do the ex par e assessment and 
proceed to make a fresh assessment Incase, ho is not satisfied ho 
may reopen the exfarte assessment 


The assessoe lia«, however, a remedy against tho ex-parte 
assessment that ho can file an appeal against the orders of the Income, 
lax Officer with the Appellato Assistant Commissioner 

The application to reopen tho ex rarte assossmont, must he 
made within one month of the service of tho notice of demand of tho 
ex parte assessment, otherwise, it will be summarily reject as time 
barred by the Incomo Tax Officer 


Emergency Assessment -{Secs. x4A, 44A , B, and C ) 

Under section 2 (1) & ( 2 ) Income-Tax Officer is required to serve 
a notice after tho close of the Fiscal Year Thus persons like 
commercial travellers, touring theatr-cal ompauios, temporary 
^ w ! 10 “ 0 about to leave India for good escape tax by 
departing from India before the close of tho Fiscal years To save tho 
loss of revenue in such cases the Income-Tax Officer is authorised to 
d a Jv? n a * 0,C<J as lessee requiring him to furnish within seven 
axmrv of ? I 1 * esUlt »^ total income for the period ftcmfto 
Thn /i. .K 1 Previous year to tho probable date of Uifl departure, 

for thn finJ!?. C ? W ° ln re,, Pect of those assessment is tho rate in foroo 

too financial year t n which the nsso»smont is made. (Sec 2 4 A) 
of t-J H*» n « ™d C provide Cor the a so smont and Collection 
intended f crtira classes of shipping Tho procedure is mainly 

the tax wo u ° c noa * re3l ^ oat ° wners suc ^ vesse ' a ^ rom w bich 
cart of n,! i otherwise be irrooovorabla Before departure from any 
fax OffifB. *be Master of the Ship shall furnish to the Incomo. 

Master s Drinpmi 0menk oI lbe amount paid or payable to the, 
livestock and ^5, oa0 ? cou nt of passenger fares and freight on tha 
UT0 Slock, and good, shipped at the pert since the emeel ot the .hip 
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there at. The Income-Tax Officer shall thereafter assess the income 
at 5% the figure furnished. The tax is then levied at the time of 
assessment and the ship is not allowed to leave the port until the 
Collector of Customs is satisfied that the tax has been paid. Any 
adjustments in respect of the tax paid can, however, be made in the 
following year in course of a normal assessment. 

(in) Notice o! Demand— (Secs. 29 and 45 ) 

When the assessment is made and tax has been determined tho 
Income-Tax Officer shall serve on tho assessee a notice of demand 
specifying the sum so payable and the time and place when and where 
the tax is to be paid. 

In case of a firm or Hindu Undivided- Family such notice may 
bo served on any member of the firm or on the Karta or any adult 
membor of the family. 

In case of a company or an association of persons, it may be 
addressed to the principal officer thereof. 

Method o£ Recovery. Failure to pay the tax or penalty 
specified in the demand notice by due date will make the person 
liable to be “deemed to be in default” except where (i) the person 
has presented an appeal or (H) the assessee has been assessed in 
respect of income arising outside British India, in a country, the 
laws of which prohibit or restrict the remittance of money to British 
India. Intentional nonpayment of tax on or before the due date, 
however, leaves the assessee open to the imposition of a penalty as 
great as the amount of tax due from him (Sec. 45). 

The Income-Tax Officer is empowered to levy a penalty on the 
‘assessee in default’ at his discretion. But the penalty imposed under 
this section, shall in no case exceed the amount of arrears recoverable 
from the assessee in default [Sec. 6(i)] 

The Income-Tax Officer is also empowered to forward a certificate 
to the Collector under his signature stating- tho amount of arrears 
due from an assessee in default and the Collector will proceed to 
recover it as if it were an arrear of land revenue [Sec. 46(2)] 

Arrears of tax payable under the head ‘salary’ maybe recovered 
by the Income-Tax Officer through the person paying salaries 
by issuing an order on him to deduct the arrears of tax from salaries 
payable to the assessee in default [Sec. 46(5)] 

Ho proceedings, ho.vever, for the recovery of arrears of tax or 
any sum payable under the Act shall be commenced after the expira- 
tion of one year from the last date of the Financial Year in which the 
demand is made. In case the sum payable is allowed to be paid by 
instalments, the period of one year shall be reckoned from the date on 
which the last instalment was due, [Sec 46 '7)] 

Income escaping assessment— (Sec. 34) 

The Income-Tax Officers are empowered to reopen assessment of 
past years, in case : — 

(t) where the income escapes assessment because of the omission 
or failure on the part of the assessee to make a return of his income 
under Sec. 22 for any year or to disclose fully and truly- all material 
facts necessary for his assessment for that year. 
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(2) Whero although tho assessoo ha9 not failed to inako a return 
of hia income and has disclosed fully and truly all material facta 
necessary for tho assessment of that year, but tho Income-tax officer 
has in consequence of information in his possession reason to believe 
that income, profits or gaiH3 cliargcablo to income-tax have escaped 
assessment for any year or have been undor.assossed or assessed at 
too low » rata or have been mado the subject of excessive relief under 
this Act or that excessive loss or depreciation allowanco has been 
computed. 

In cases where the income tax has escaped assessment by reason 
of the omission or failure on the part of tho assessee to raako a return 
of his income as in case (1) above the assessment for the past 8 years 
can be opened and in other casos for the past four years only. 

But it must bo romomhered that before assessment for past years 
can be obtained previous approval of tho Commis.ioner of Income- 
tax must bo obtained by recording his roasons by tho Income-Tax 


Tho previous approval is now necessary not only in thoso eases 
where the assessee has already been assessed ani the Inoome tax 
officer wants to reopen the assessment and assesses the escaped 
income but also in cases where the assessee has not boeu servod with 
un l^ ar Section 22 (2) to file the return. The language of 
section 04 makes the taking of previous approval a condition precedent 
before issue of any notioe under Section 34. 

, , In other words if there has been concealment of income or the 
**®*"® ra ‘ e rendering of false returns, assessment for preceding eight 
years can be opened, while in a ivy other case assessments for four 
years only can be opened. 

» of re °P 0IUQ S assessment for past years has been 

given by the Income-lax Amending Act of 1939, but does not have 

iK! 1 ! 8 , ? ffect for yeata prior to 1st April 1939 in whioh case 
me time limit for reopening assessment is only one year. 

ha m , suo51 cases will be assessed at the rates at which 

But in HnliWatl*? char ? ed tbe income had not escaped assessment. 
^ S of ‘ ncomo a Penalty which may extend 

P*T«bl. by him 


(IV) Appeal*— Sea. 3o, 3i, 33 A 

A,imb "*y 

„J£ A “ ““““ b »b.th.r 

lb] If the assessee feels that the amount of his totil 
been wrongly computed or tax is wrongly calculated. mG ^ 

U BhlU M ’S,fi“a llle eX -“"“ " s *°' s,n “ l 19 opened and the assessee 

dr* 
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, [e] Oa refusal to register the firm or on cancellation of 

registration. 

[/] In case the best judgment is made and the assesses pleads 
that he was prevented from submitting the return on some reasonable 
grounds but the Income-Tax Officer does not cancel assessment made 
under section 27. 

[g] If the assessee denies his liability to be assessed under 
the Act. 

[K] Assessment in case of discontinuance of business. 

[i] If the Income-Tax Officer refuses to accept partition of 
Hindu Undivided Family. (Sec. 25 A) 

[j] Against the order of assessment where there is change of 
ownership of a business. 

[k] Against penalty imposod on failure to furnish information 
called for under section 44 E(6) and 44F(5). 

[l] Against penalty for non-payment of tax [sec. 46 ( 1 )]. 

[m] Refusal to allow refund of claims made under section 
48, 49, or 49F or against the amount of refund allowed. 

All appeals made shall be presented within 30 days of the receipt 
of t 1 e demand notice or penalty objected or of the intimation of the 
refusal of the Income-Tax Officer as the case may be. The time 
limit may be extended by the Appellate Assistant Commissioner at his 
own discretion on reasonable grounds. The appeals must be filed on a 
prescribed form available from the office of the Income-Tax Officer, 
(Sec. 32 ) 

Hearing 0! Appeals— (Sec. 3i) 

On receipt of the application of appeal, the Appellate Assistant 
Commissioner shall fix a date and place of hearing and shall send 
a notice to the assessee asking him to produce any evidence he desires. 
The Appellate Assistant Commissioner has the authority to make any 
enquiry ho thinks necessary or to have such enquiries made by the 
Income-Tax Officer. , 

After complete hearing the Appellate Assistant Commissioner 
may confirm, reduce, enhance, annul, or set aside the assessment and 
may direct the Income Tax Officer to make fresh assessment after 
making such enquiries as he may consider necessary or as may be 
directed by the Assistant Commissioner. 

In case of an appeal against an' order refusing to register a firm 
or make a fresh assessment under section 27 he may confirm such 
order or caucel it and direct to register the firm or to make a fresh 
assessment. 

In case of an appeal against an order under section 25 A (2), 
25(2), 26(2), 48, 49 or 49F, he may confirm, cancel or vary such order. 
In case of appeals against an order sections 28, 44E (6), 44F(5) or 
46 (1), the Assistant Commissioner may confirm, cancel, enhance, or 
reduce the penalty. In case of appeals made against computation of 
loss under seotion 24, ho may confirm or vary such computation. 

Appeal to the Appellate Tribunal— (Sec. 33) 

If the assessee is dissatisfied with the order of the Appellate 
Assistant Commissioner of Income-Tax, he can appeal to the. 
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Appellate Tribunal on pay u g a fee of Rs 100 Such an appeal Is 
to be lodged within CO days of the date of the order of the Appellate 
Assistant Commissioner The Appellate Tribunal can, however, 
admit an appeal after tlio expiry of the pre cribod time on reasonable 
grounds being shown 

After hearing both the parties the Appellate Tribunal shall pass 
an order as it thinks fit and shall communicate its dcoision to the 
assesseo as well as to the Commissioner Orders passed by tho 
Appollato Tribunal shall be final and conclusive unless any question 
of law arises out of such order 


Olllcer’a right o! Appeal 

The Commissioner may direct tho Inwjino.l ax Olficot to appeal 
to tlie Appellate Tribunal against any order passed by an Appollato 
Assistant Commissioner Thus, as in tho Uuitod Kingdom, the 
assos.eo and tho Inooiuo Tax Officer stand as equals boforo tho two 
appellate autliiriUct, (tho Appellato Assistant Commissioner and 
Appellate Tribunal) This right given to tho Income Tax Department 
to appeal should gn o tho Appellate Assistant Commissioner confidence 
to decide appeals justly and boldly whethort ho dec sion is in favour 
of the nssoFsce or against him, since he has full knowledge that both 
parties have an equal r ght of appeal to tho Appollato Tribunal 

Uelertnce to the High Court— (Sec. 66) 

On any quest on of law either the as^essoe or the Commissioner 
may require the Appollato Tribunal, to make a reference to the High 
Court For such a reference the as<c«see must pay a fee of Rs 100 
and must be made on a prescribed form within 60 days of the date on 
which the dec^ion of the Tribunal has been coramunicatod 

If the Tribunal is of tho opinion that a question of law arises out 
of its order, it shall within 90 days of tho receipt of tho application 
draw up a statement of the case and refer it to the High Court But 
if it considers that a pomt or law is not involved, it may refuse to 
state the case 


If the Tribunal refuses to state the case as above, the applicant 
may apply to the High Court directly within six months from tho 
Cate on which he is served with the notice of refusal, requiring tho 
tki h V, p 5 And where such an order Is passed by 

vne nigh Court, the Tribunal must sta*o the caso 

Appeals lo Privy Council— (Sec 66A) 

sesiftssas a is?, 

Uavisionary lowers of tbe Commissioners— (Sec. 33A) 
f ,, The Commissioner of Income.Taxbomg the administrate 
of tho department is authorised to cell for any file of the 1." 

any authority subordinate to him He cannot w L aS! 508560 by 

' V ‘"‘ app, ‘““» “>"* «» 
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Rectification of Mistakes— (Sec. 35) 

The Commissioners of Income-Tax, the Appellate Assistant 
Commissioner of Income-Tax, the Appellate Tribunal and the Income- 
Tax Officers are empowered to rectify a mistake at any time within 
four years from his order which is apparent from the facts or 
documents. Such mistakes may be rectified either on their own 
instance or on an application being received from the assessees for 
rectification. 

The Income-Tax Officers, however, cannot rectify mistakes of 
those cases which have been dealt with by the Appellate Assistant 
Commissioner or the Commissioner of Income-Tax, on revision. 

If the rectification of mistake involves a reduction in the 
amount of tax assessed the officer shall make a refund of such excess, 
while in case the amount is enhanced, a notice of demand under 
section 29 shall be given, specifying the sum payable by the assessee. 

This section does not, however, confer on the officers, general 
powers of review or authorize the assessee to introduce any new facts 
in connection with the said assessment. 

Representative of Assessee 

Another change, and one which came into force as from 1st 
April, 1939, is in the direction of restricting the representation of 
assessee by unqualified persons. Formerly persons who were 
unqualified for the work could represent the assessee. * Some of them 
were quite unscrupulous in their efforts to get an assessment reduced 
on appeal so as got their fee, or their sliaro of the refund. But under 
the present Act apart from lawyers, accountants who are registered 
or members of recognised association, officers of a scheduled bank, 
relatives or employees of the assessee, and persons who have acted 
as Income-Tax practioners prior to 1st April 1 93S, no body can 
represent the assessee unless he has passed a recognised accountancy 
examination or lias acquired an educational qualification recognised 
by the Central Board of Revenue. 

Provision is also made that persons dismissed from Government 
services after 1st April 1938 and persons found guilty of misconduct 
by their professions, bodies (in the case of lawyers and accountants) 
and by the Commissioner in other cases, are debarred from represent- 
ing assessees in future. The direction of the Commissioner iu any 
of these cases is subject to appeal to the Central Board of llevenue. 

Penalties leviable on Prosecution— (Secs. 5i, 52 ) 

In addition to the penalties discussed in the body of this chapter 
the following offenoes are punishable on conviction with, a fine of 
' Rs. i 0 per day of default : — 

(a) Failure to deduct and pay tax from salary, interest on 
securities, payments to non-residents under section 18, 

(b) Failure to furnish certificate of deduction of tax at source. 
[Section 18 ( 9 )] 

(c) Failure to furnish certificate of payment of tax in respect 
of dtvidonds declared by a company. [Section 20 ] 

(d) -Failure to deduct and pay arrears of tax from salary if 
asked by Income-Tax Officer. [Sec. 46 (5)] 
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(e) Failure to submit the following returns * — 

(,) returns showing details of persons to whom divrienda of 
raoro than TK 6.0Q1 liavo been paid. (Sec. 19 A, duo dato loth June 
each year) , 

(„) dota'ls of persons to whom salary of more than Its. 1,600 
per annum has been paid and the amount of tax deducted in tespoct 
thereof (Sec 21, due date 3och April each year ) ; 

(mi) details of persons to whom Iutorest of more than Its, 400 
has been paid (Sec. 20 A, du» date x3th June each jear) ; 


(iv) Return of total Income and total world Income in compliance _ 
with special notice issued under section 22 (8) ; 

(v) Return of persons to whom rent. Interest, commission, 
royalty! brokerugo ; or annuity of more than Its 400 has boon paid 
(Sec 38 (3)1 , 

(vi) Return of members of firm, adult male mombers of « Hindu 
undivided family or of benofioiaries, [Sec 33 (1) (2) ] ; 

(vil) Failure to produce or cause to be produced books of account 
or document asked for by the Income-Tax Officer. (Sec. 32 (4) ] ; 

(vut) Faduro to grant inspection or to allow copies to bo taken 
in accordance with the provisions of section 39. 

In addition all deliberate misstatements in the returns and forms 
prescribed in sections 19A, 2t, 26A. (2}, 30 (3), or 3a (3) is putmhablo 
on oonviction with simple imprisonment uhich may extend to six 
mouths or with a fine up to Ks 1,000 or both- 

No prosecution can, however, bo instituted for any of the above 
offences without the approval of the Inspecting Assistant Commis. 
sioner who is also empowered to oompound such offences even after 
Prosecution has been launched. 

1b4Sc\s\ Pmtefliag*— (See. 3?) 

Income-Tax Officers, Appellate Assistant Commissioners, Com- 
missioner and Appellate Tribunal are all empowered ' — 

(a) to enforce the attendance of any person and examine Him 
on oath or affirmation , 


(b) to compel tho production of documents ; 

(c) to issue Commission for Examination of witness. 

Secrecy about (be Return— (See. 34) 


Income tax returns and statements aro all confidential and any 
breach in it u punishable with Imprisonment upto six months or a fine 
at the discretion of the court But a disclosure can be made to such 
persons only wluj act m tho execution of the Act itself as also under 
specified circumstances c 


.mJ.fH 86 ??*"" 1 C n ’ k° Waver ' instituted without pnmvtis 
approval of the Commiss oner, * 
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DOUBLE TAXATION 

Double Taxation has been defined as the levy of more than one 
tax by one or more authorities oh the same tax basis or handle. It has 
two aspects, internal and international and each aspeot has various 
possibilities. For instance, it was held that the Employment Tax 
levied by IJ. P. Government, as it was levied on salary earners, is a 
tax on income and thus constitutes double Taxation. But it is a 
matter of opinion and many arguments can be given in favour or 
against the contention. In the -same way it was also argued that a tax 
on profession, license and employment in Bengal falls on income and 
constitute double taxation as only those persons are liable under it who 
pay income-tax. It all depends on how we interpret it. Here we are 
not concerned with this sort of double taxation and hence it is not 
proposed to deal with it at length. 

International Double Taxation, as it is called, arises owing to 
the adoption of two fundamentally distinct bases of taxation viz., 
those of origin of income and of domicile or permanent residence of 
the recipient of such income. This problem of conflict between laws 
relating to income-tax in different states was considered by the Com- 
mittee of experts appointed by the League of Nations. With regard 
to British Empire the question of Double Taxation was considered 
by the Royal Commission on Income-Tax in 1920 whenasub.com. 
mittee of the commission conferred with the representatives of the 
Dominions and India and evolved a scheme. To carry it out United 
Kingdom and the Dominions including India are each required to 
sacrifice a portion of their revenue under certain defined conditions. 

Before proceeding further, it must be first determined whether 
relief is to be granted to doubly taxed individuals or to doubly taxed 
income. For if relief is to be granted to doubly taxed income, it will 
mean in effect relief to the foreigner who receives that income in his 
own country. If, on the other hand, it is restricted to doubly taxed 
individuals, it will mean the grant of relief to Indian nationals. 

Considered in the light of this principle, the Indian position can 
he examined from three different angles : — [1] Double Taxation in 
relation to Indian States and other parts of Dominions [2} India and 
Great Britain, [3] India and countries outside the Empire. > 

I. Indian States and other parts o! Dominions 

Problem of double Taxation of Income received in British India 
from Indian States does not arise as the present system makes 
adequate provision to avoid it. 

Formerly very extensive powers --were given to the Governor- 
General in Council by Sec. 60 which enabled him to grant any relief 
or exemption to any class of person in respect of any class of income. 
This very wide power has been withdrawn for the future and any 
fresh arrangements for Double Income-Tax Relief must now be made 
under and strictly limited, by the conditions of the new section [49A] 

23 
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which has specially been inserted for this purpose One important 
condition in the new section is that relief can only bo given « 
Dominion m question grants reciprocal relief so that the whole burden 
of giving Double Income Tax relief does not fall upon British India. 
The system already in vogue is that when a person pay3 British Indian 
Tax and State Income-Tax on the same portion of his Inoorne, ha 
is entitled to rocover the lesser of tho two taxes and the cost of relief 
is shared by the two taxing authorities. Hence, relief from double 
income-tax is given both to Indians and Indian income. 

It, India and Great Britain 

As regards relief from double Income-Tax between Great Britain ' 
and British India, the O-se is entirely different Section 49 in this 
connection runs as follows — * 

“If any person who has patd, by deduction under section 18 or 
otherwise, Indian Income-Tax for any year on any part of his 
incomes proves to the satisfaction of the Income-Tax Officer that ho 
has paid by deduction or otherwise, the United Kingdom mcome.t&x 
for that year in respect of the same part of his income and that the 
rate at which he was entitled to and has obtained relief under the 
provisions of section 27 of the finance Act 1920, is less than the 
Indian rate of tax charged in respect of that i art of his income, ho 
shall be entitled to a refund of a sum calculated on that partofhts 
income at a rate equal to the difference between the Indian rate of 
tax or the appropriate rate of United Kin dom income-tax, whichever 
is less, and the rate at which ho was entitled to and obtained relief 
under that section 

Provided that the rate at which tho refund is to be given shall 
not exceed one-half of the Indian rate of tar.” 

In Sub-Section V (1) 

(a) the expression "Indian Income Tax" means income-fax and 
super. tax charged in accordance wuh the provisions of this Act. 

(b) the expression "Indian rate of tax*’ means the amount of 
the Indian income-tax divided by tho income on which it was charged. 

(c) the expre'sion "UnitediKmgdom Income-tax’* means income 
tax and super-tax eliargeable in accordance with the provisions of the 
Income tax Act 


What It amounts to is clear from the following example • 
Supposing that 4s fd. is the Tax per £ on an income of £ 2000 
m England while Re 1 or Is Gd on Hs 13,1.3 or £1 In India, then 
there will be, no refund as the Indian Rate of tax is less than half of 
British Hate ,But supposing the Indian rate Is Cs. 6d then the refund 
will be . 


(4s. fid ) — (1 of 4s, 6d)-2s 3d 
Hence (2s 6d )-(2s. 3d)=»3d refund. 

Un.teJnr.Sm * companies which are controlled in the 

Kingdom aad hare to pay Indian Income Tax on their United 

*■•*-"* »— 
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to the United Kingdom iforainion'lncome tax relief) 

United Kingdom (8 fXd? <7 atmc less ?55 annas Double Income, 
and 4-45 annas goes to India (7 an ble to the two countries 

Tax relief), the aggregate of the net rate, paya^ ^ ^ ^ kind ^ 

remaining at 8 9 annas : m th { ncom0 _Tax relief given by the 
normal case) the rate of Do d King ^ om ra t e and the rate of relief 

United Kingdom is b etween S the rate of relief given by the 

given in India is the India £ rate. Some part of the extra 

United Kingdom aQd f Xn 0 n a company which is a shareholder in 
burden may, however, fall . P a ^ gefc double taxation relief 

“n xospeotTSanylnpoc Toxpoid by its subsidia-y company. 

HI. lDdla and countrlGa oatSld^tb inserted another section 

For other countries, th ar0 no 0 ther Double Income. 

(Sec. 49 D) which provides fea tb of incQme arising outside India 

tax relief provisions, ihen m P dedU cte d one half of the foreign 

from the tax payable there l ° ^ Lncome .tax whichever is the 

Income-Tax or one half ol the bQ v0ry impo rtant at present 

lower. This new provision may outs ido the British Empire are 

because most of the rates of in - - dellt in British India became 
relatively low, but as more >P * d ag t he rates of those taxes rise, 

subjected to foreign lncome-ta fc nc0 and value to Indians 

it should become of increasing importance 
trading overseas. 

SOLVED QUESTIONS 

(Taken from Present rale , 

AU the Questions have “» j ^ f||e C[(rren: year of 1949 5o. 
&t$U%Taiuj,° tfcto.es of .he Quettion, haoe ten changed, 
where necessary. . 

incoum - » ^ 

aS?,« - ordinary reside^ 


Solution 


■Resident and 
Ordinary 
resident 

Rs. 


Resident *but Non 
not ordinary resident 
resident 
Rs. Bs. 


(A) British Indian Income : 
Income from Profession 
wLess earned income 
' allowance 20% 


13,500 

2,700 

10,800 


13,500 13,500 

2,700 3,700 

10,800 10,800 
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(B) Foreign Income : — 

(a) Hem tted Income 3,000 

(b) Unromitted In 

excess of Ha. 4,500 3,000 


Tax .ajalle 

X. Resident and ordinary res dent Rs. *™' - • 

2. Resident but not ordinary resident Rs. lo44->- 

3. Nonresident 

fa) If non British non-res dent H 3 - 

(b) * If British non-resident Bs- ,-077.11-2 

* at -average rate applicable to his total world income) 
Illustration 70 V 


Illustration 70 v 

Assume the following particulars regarding the taxable uaoonw 
or deductible loss of a person for the previous year ended 31st March, 
1948 and then calculate hie tota’ income or total world income when 
he is (l) a resident and ordinary resident, (it) a resident but not 
ordinary resident, and (yi) a non- resident. 

Income arising in British India— Salary Rs, 3600» Interest on 
securities Rs. 7,500, Profits from business Rs 10,500, Dividend (gross) 
Rs. 500. A Joss of Rs. 500 has been computed from property. 

Income arising without British India— Amount of foreign 
income actually remitted to British India Rs 9,600, unremitted Income 
from business (controlled m India) Re. 8,000. and unrermtted income 
from property Rs 1,500 A loss of Rs. 500 on acoount of 6amo foreign 
moome has also been carried forward from 1946-47 assessment year. 

(A- U , B. Com i 1944) 

Solution 


STATEMENT OF TOTAL INCOME 


Resident Resident Non. 
ind ordinary- butnotordin resident 
resident ary resident 
Rs. Rs. Rs. 


(A) British Indian Income 

1. Income from Salary 

2. Income from Securities 

3. Income from Business 

4. Income from Dividend 


Bess loss in Property 


(B) Foreign Income — 
l* Remitted Income 


21,600 

9,600 


21,600 


2i, m 
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2. Unrein it ted Income 

(а) From business con. 

trolled in British 

India 8,00Q 8,000 

Less loss 500 500 

7,500 7,500 3,000 s 

(б) Property 

Income 1,500 

9,000 4,500 s 

Total Income Rs. 35,700 34,200 21,600 

Add all foreign income ' 18,600 

Total World Income Rs. 40,200 

Notes ■ — (i)‘ T In excess of Rs. 4,5oo is taxable only. 

( 2 ) In case of Non-resident total world income of Rs. 40,200 
shall form the basis of taxation, though he wdl be 
liable _ to pay tax only on Indian income of Rs. 21 , 600 . 

Illustration 71 

An American came out to Delhi for the first time on 1st 
November, 1948 to take up the post of chief chemist in a large 
chemical works under a five years’ agreement and on a monthly 
salary of Rs. 2,000- His other income in British India upto 31sfr 
Maroh, 1949, was as follows 

(a) One half year’s interest on 3% Second Defence Loan for 
Rs. 25,000. 

(b) 6% dividend less tax on Rs. 10,000 Preference shares in an 
electrical supply company, whose entire profits are taxable. 

(c) A dividend of Rs. 3 and a bonus of Rs. 2 per share (both 
without deduction of tax) on 1,000 shares in a jute mill company, 
80% of whose profits are taxable. 

(d) Rs. 250 as director’s fees. 

Prepare a statement showing his income-tax liability for the 
financial year 1949-50, and state whether he would be regarded a 
resident or a non resident for this purpose. 

[A.U., B. Com., 1943]. 

Solution 

STATEMENT OF TOTAL INCOME 

Amount Tax deducted 

at source 

Rs. As. P. Rs. As. P. 

Income from Salary 8,000 0 0 393 12 0 

Income from Securities J year’s 
interest on 3% Second Defence 
Loan Rs. 25,000 


375 0 0 


117 3 0 
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Income from Other Sources t 
Director's fee 
Dividend (gross) 


250 0 0 
7,266 10 0 


1354 2 0 


Rs. 15391 10 0 2,363 1 


Less earned income allowance 20% 1,650 0 0 

Taxable Income Rs. 14 >241 10 0 
Tax payable* 

Tax to be tef unded : — 

Tax deducted at source 
Less Tax payable 


Tax to be refunded 

For determining his liability for moome.tax he would be 
regarded as a resident but not ordinary resident, because, having 
arrived in British India In previous year only, he is likely to remain 
here for more than three years from the date of his arrival. 

N.B. Dividend Gross R 3 - 

lb) On Preference Shares of Electrical 600 
Company 

(c) On Jute mill company’s shares on 
1000 shares Rs. 5 per share 

Rs. 5>000 Gruss= 5000 

/ 60 y 80 \ 

1 \192 100 ) 

5000X4 6,666.10 

3 ” 7,266-10 


Rs. 2365JL0 

Rs. 1386-0.0 


779-1-0 


* In come. tax on Rs 14,241.10 has been oomput-d as below *— 

Rs. as. p. 


Income-' ax on Rs 14>410-10 (Rs. 15,641 as to from 
salaries securities and dividend— Rs 1,600 earned 
income allowance on Rs 8,000 (salary) being of 
total income-tax on Ra 15,891 10 (allowing Rs. 1.650 for 
earned income) at the rates specified in the Finance 
Act of 1948 

Income-tax on Rs. 200 (Rs. 250 director's f ee — 
*00 


... 1365 6 0 


Rs. 50 for earned income allowance) being Vn! . of 
UiSaLlO 

total’ income-tax on iTs £>391.10 (allow mg Rs. 1.650 for 
earned Income allowance) according to the present rate* 
specified in the Finance Act of 1949 


Total mcome-Tax on Rs. 14341-10 


... 1386 0 0 


k oa , C4jcuIatfl Taxable Inooma of X from 


the following informs. 
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(a) Draws a salary © Rs, 600 per month. 

(b) Holds the following securities : — 

(i) Rs. 20>000 &% Municipal Debentures, Interest payable 
on January 1 and July 1 

(ii) Rs. 10,000 3% Government Bonds, Interest payable on 
Aprit 1 and October 1. 

(c) Ocoupies his own house for residence (Annual valuation 
Rs 2,000) The property is subject to mortgage, Rs. 25,000, 
6% per annum interest payable on March 31 

(d) Paid Rs. 1,200 for life insurance premium and contributed 

5% of his salary to a recognized Provident Fund. 

(A.U., B. Com., 1939) 

Solution 

statement op total income 

Amount Tax deducted 
at source 

Rs. Rs. a p. 

Income from salary ... 7,200 323 12 0 

Income from securities 

Rs. 20,000, 4% Municipal Debentures .. 800 250 0 0 

Rs. 10,000, Government Bonds ... . 00 93 12 0 

Income from property (occupied) 

Annual value (1/10 of 12/1 L 

of 8,300-1500) 742 

Less allowable expenses 
1/6 for Repairs 124 

Mortgage interest 1,500 1,624 —882 




Total 

ess earned income allowance 


Rs. 7,418 657 8 0 

1,440 


Taxable income Rs. 5,978 

Exempted Income 

1. Provident Fund 360 

2. Insurance Premium 876 


Total Rs. 1,236 

Note : — Provident fund together with life insurance permnm 
is exempted from income tax, at average race applicable to total taxable 
income, onto to the ex'ent of i/6 of the total income or Rs. 6ooo, 
whichever is less. 

Illustration 73 

Below are set out particulars of X’s income for the year 31st 
March, 1949 : — 

(a) Salary Rs. 500 per month ; from which a 10% deduction is 
made for contribution to a recognized provident fund. 

(b) 5% interest on Rs. 15,000 Government securities. 

(c) dividend on 100 preference shares of Rs, 100 each. 
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(d) A. tar.fre8 dividend of K». 6-4.0 per annum on 120 
ordinary shares. 

(e) Us. 1.200 profit on dealings m cotton futures. 

{/) Interest : Us. 34.15 0 ou postal savings bank account and 
Us. 160 on a bank fixed deposit. 

During the year he paid Bs. 1.450 as premium on his life 
policy. He also suffered a loss of Us. 750 on forward business in 
sugar. 

From the foregoing Information, you are asked to prepare X*s 
assessment for the year 1949.50. 

(A U., B. Cora., 1940.) 

Solution 


STATEMENT 0/ TOTAL INOOME 


Inoome from Salary 
Income from Securities 
Ks. 15,000, 5% Government 
Securities 

Income from Business 

Profit in cotton futures 1 

Less loss in sugar future 
Income from other sources 
7i% Dividend on 100 Pro. shares 
Dividend on Ordinary Shares 
(Gross) 

Interest on bank deposit 


/ Less earned income allowance 
(20% of he 6,4-0) 

'Taxable Income 

Exempted Income : — 
Provident fund 
Insurance premium 


To al 


Amount 

Rs. 

6,000 

Tax deduo ted 
at source 

Ks. a. p. 
206 4 0 


750 

234 

6 0 

>0 

iO 

450 




750 

234 

6 0 

... 

1,091 

160 

341 

0 0 

Rs. 

9,201 

T.01& 

0 0 


1,290 



Rs. 

7.9IT 




Tat payable on Re. 6377 at 12 02 
applicable to R*. 7,911) « Us. 399-3 5. 

Tax to be refunded 


1,534 

pies per rupee (average rate 


Tax deducted at source 
Less tax payable 


Us. 

1 . 01 $ 


Tax to be refunded 


Bs. 616 12 7 



J.£S£> 


Dividend on Ordinary Shares has been Grossed as follows : — 

Net div. 

1— (rXp) 



(on 1 .0 shares at Rs. 6/4 each) 


750 _ 750X16 
11 ° r 11 
16 

= Es. 1,091 

Income Tax on Es. 6,377 has been computed as below : — 

Es. a. p. 

Income Tax on R s. 7,3 91 (Rs. 8,591 from salary 
security and dividend== Us. 1,200 earned income allowance 
on Es. 6,000 (salary) being §33} of total income-tax on 
Es. 9,201 (allowing Rs. 1,290 as earned income allowance) 
at the rates specified in the Finance Act of 1948 ... 468 0 0 

Income-tax on Rs. 520 (Rs. 610 from business and Bank 
deposit — Rs. 90 earned income allowance) being of 

total income-tax on Rs. 9,201 (allowing Rs. 1,290 as earned 
income allowance) according to the present rates specified 
in the Finance Act of 1949 ... 27 4 0 


Total Income-tax ... 495 4 0 


or 


Average rate of income-tax=Rs. =12'02 pies per rupee. 

Tax on Rs. 6,377 at 12*02 pies is Rs. 399 as 3 — 5. 

Rs. a. p. 

Income-Tax on Rs. 7,911 at 12’02 pies ... 495 4 0 

Less rebate on Rs. 1,534 (exempted income) at 
12'02 pies ... 96 0 7 


Income-tax on Rs. 6,377 ... 399 3 5 


Illustration 74 

A is the manager of a firm drawing Rs. 600 and a house rent 
allowance of Rs. 50 per month. Ha contributed Rs. 800 to a recognized 
provident fund. The employer contributed the same amount. The 
interest on his provident fund account for the year was Rs. 915. He 
received two months salary as bonus during the year. His other income 
consisted of (a) Rs. 900 as share of profits from an unregistered firm 
which has been taxed, (b) Rs. 1,275 from property, (c) Rs. 500 interest 
from tax free government securities, and (d) Rs. 810 received as 
dividends. The premium paid on his life insurance policy was Rs. 600 
and on his wife’s insurance policy was Rs. 265. 

Prepare the assessment for the previous year ended on 31st 
March, 1949. tA. U., B. Com., 1946J 

24 
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Solutioa 


STATEMENT OF TOTAL INCOME 


Income from salary 
Salary 
Bonus 

House rout allowance 
•'-'Employer’s contribution 
to Provident Fund 
"* Interest on Provident 
Fund 


Bs. 

7.200 

1.200 


800 

915 


Bs. 


10,715 


Tax deducted 
at source. 
Bs. as. p. 


493 12 0 


Income from securities 

Interest from Tax freo securities 
Income from Property 

Annual value 1,375 

' Less 1/6 for Repairs 212 
Income from Business ■ 

Share in unreg istercd firm (taxed) 
Incomo from other sources 
Dividend (gross) 


"J^Lesa earned income allowance 

Taxable Income Its. 


500 - 

1,063 

900 

1,178 

*14^356 

2,143 

12,213 


368 0 0 
861 12 0 


Exempted latome — — Bs, 

1. Interest on securities 500 

2. Interest on Provident Fund 915 

3. Share in Unregistered firm 900 

4. Provident fund (employers and empioyoes oontrL 
button to the oxtent of 1/6 of the actual salary 

or Rs. 6,000 whichever is less) 1,200 

5. Life insurance Premium (Premium together with 
P.F. 1/6 of the total income or Its. 6,000 which. 

ever is less) 865 


\ ^ 

Tax payable on Rs, 7,833 at 17.47 pits per rupee (average m{« 
applicable to Rs. 12,213) is Rs. 712.11-4 \ ^ 

Tax to be refunded : — 

Tax deducted at source 
Loss Tax payable 


Urs. 8 61. 12 J) 

Tts. 7 12 J. 1.4 


Tax to be refunded Its. 149. 0.8 

Note s It is assumed (hat rate of interest on Prn„iA,«. r- j 
u below the required race of interest. indent Fund 

Income-tax on Rs. 7,833 has been computed as follows 
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Income-tax on Rs. 10,250 ( Es. 12,393 from 
salaries securities and dividend Rs. 2,143 earned 
income allowance on Rs. 10,715 (salaries) being 

of total income tax on Es. 14,356 (allow. 

14,356 

ing Es. 2,143 for earned income allowance) at the 
rate specified in the Finance Act of 1948 ... 948 0 9 

Income-tax on Rs. 1,963 ( from property and 

1 963 

share in an unregistered firm) being— L — — of total 

14,356 

income-tax on Es. 14,356 (allowing Es. 2,i 43 for 
allowance on earned income) according to the 
present rates according to the Finance Act of 1 948 163 6 6 

Total Income. tax 1,111 7 3 

Average rate=-^~ —j— - 3 =17*47 pies per rupee 

Income tax on Rs. 7,833 at 17.47 pies 712 11 4 

or Income tax on Rs. 12,213 at 17'47 pies Rs. 1>111 7 3 
Less rebate on Rs. 4,380 at 17.47 pies 398 11 li 


I 

Illustration 75 ^ 


712 11 4 


The following are the particulars about the income of Mr. D. D. 
Pande, a Government servant for the previous year ended 31st 
March, 1948 : — 

(a) His salary was Rs. 750 per month and his travelling 
allowance bills for the whole year amounted to Rs. 1.660, the actual 
expenditure incurred by him, on travelling, being Rs. 1,140. 

( b ) He contributed one anna in the rupee to Government 
Provident Fund, his employer contributing an equal amount 
Interest on his Provident Fund Account balance for the year 
amounted to Rs. 1,580. 

(c) He owns two bungalows in the Civil Lines. One of these 
is let at Rs. 125 per month and the other the annual rental value 
of which is Rs. 850, is occupied by him for his own residence. He 
pays Rs. 150 per year as ground rent and insurance charges in 
respect of first bungalow and Rs. 210 per year in respect of second 
one. 

(d) His investments during the year were as follows : — 

(0 Rs. 5,000 in 5% free of tax Government securities. 

(it) Rs. 8,000 in 6% Preference shares of a Sugar Mill Company. 

(e) He is insured and pays an annual premium of Es. 1,250. 

You are required to find out for his assessment of 1948-49 

(i) His Total Income ; 

(it) Earned Income allowance that can be granted to him ; 

(iit) Pis taxable income ; 

(it/) The amount on which he can claim exemption. 

(A. U., B. Com., 1947) 
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statement of total INCOME 


Income from salary 

Income from securities 

Rs. 5,000,5% (free of tax) Government 


Income from Property 

Annual value 

securities 

Let 

1,500 


occupied 

850 

Less allowable expenses 
1/6 for Repairs 250 
Ground Rent 
& Insurance 150 

400 

1*2 

210 

352 


1,100 


493 


tts. 

9,000 


1,593 


Income from Other Sources 
Dividend on Shares 


(a) 

Total Income 





Rs. 

(b) 

Less earned mcoino allowance 




Rs. 

<c> 

Taxable Income 





1L\ 

(d) 

Exempted Income — 






(i) Provident Fund 

Bs. 

562 

8 

0 



(u) Insurance Premium 

Rs. 

1,250 

0 

0 



(ill) Tax free Securities 

Rs. 

250 

0 

0 



Total 

Rs." 

2,062 

8 

0 



1*388 

1,800 


9,528 


Illustration 76 


Point out the earned income relief to which Mr. A, is entitled in 
the following case and work out the tax payable by him for the tat 
assessment year 1945.46 

(i) Salary income Rs 6,000 (No tax paid at source) 

(u) Property income Rs. 10,000, (ui) Business income Rs. 10,000 
and Uv) Fixed deposit interest Rs. 2,000 

(A. tJ , M. Com., 194.6) 

Also point out the earned income relief to whioh' Mr. A ia entitled 
in the same case as above and also work oat the tax payable by him 
tor the assessment years 1946 A1 and 1947.4b 


Solution 

STATEMENT qF TOTAL INCOME 


Income from Salary 


Rs. 

6,000 

Income from Property (Taxable) 

Income from Business 


10,000 

10,000 

Income from other sources 


Fixed deposit interest 


2,000 

Total Income 

Bs 

28,000 


double taxation 
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(i) Assessment year ig45-46 


Total Income 


28,000 

Less earned income allowance [1/10 of 



Rs. 10,000 business income only] 


1,000 

Taxable Income 

Rs. 

27,000 

Income-Tax on Rs. 27,000 

Rs. 

5,580-12 0 

Super-Tax on Rs. 28,000 

Rs. 

375 0 0 

Total Tax 

Rs 

. 5,955.12.0 

(it) Assessment year 1946.47 



Total Income 


28,000 

Less earned income allowance (1/10 of Rs. 6,000 


+ 1/5 of Rs. 10,000) 


2,600 

Taxable Income 

Rs. 

25,400 

Income-Tax on Rs. 25,400 

Rs. 

5,187.0.0 

Super-Tax on Rs. 28,000 : — 


— 

Salary 


80.5,0 

Earned income 


134-0,0 

Unearned income 


241-0-0 


Rs. 

455.5.0 

Total Tax payable 

Rs. 

5,642.13.0 

(iii) Asses,ment year 1947.48 



Total Income 


28,000 

Less earned income allowance (1/5 of 16,000) 


3,200' 

Taxable Income 

Rs, 

24,800 

Income-Tax on Rs. 24,800 

Rs, 

5,000-0-0 ' 

Super-Tax on Rs. 28,000 

Rs. 

455.5,0 

Total Tax payable 

Rs. 

5,455-5-0 


Illustration 77 


Mr. A, an individual, had the following income in British India 


during the calendar year 1946 • — 

Rs. 

Property— annual letting value 48,000 

Salary 12,000 

8 annas share of profit in a registered firm 10,000 

8 annas share of los3 in an unregistered firm 5,000 


You are required to determine his taxable income, and find out 
the tax payable by him after considering the following facts : — 

(a) R?, 2,000/- a year is payable for the ground rent of the land 
on which the property is situated, but as this sum was in arrears from 
1941, Mr. A had to pay Rs. 6,000 during the year in question. 
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(b) The property ha* been constructed with a borrowed capital 
of Us 1,00,000 on which interest at i% per annum is payable. 

(c) Mr. A spent a sum of Us. 6,000 on the repair of the property 
and paid Ra 1,000 as salines to tho staff employed for collecting 
the rent 

(d) The particulars of insuranco polioiee are : — 

( t ) whole life policy on the life Mr. A Cap tal suna assured 
Rs 30,000 and premlam paid Us. 2,000. 

(») endowment policy on the life of Mr. A’e wife capital sum 
assured Us. 30, C00 and premium pa4 Us. 5,000. 

((n) marriage endowment policy for daughter for Rs 10,000 
payable on the happening of marriage, but not otherwise, premium 
paid Rs 1,000. (A. U., M. Com, 1945) 

Solution 


STATEMENT OY TOTAL INCOME 



Tax deducted 


Rs. 

at source 

Income from salary 

12,000 

793—12 — 0 

Income from Property 

Annual Letting value 48,000 
Leas allowable expenses 

1/6 for Repairs 8,000 

Ground Rent 2,000 

Interest on Loan 4,000 

Collection 1,000 15,000 

33,000 


Charges 

Income from Business 

1/2 sharo of profits m a 
registered firm 

10,000 


Total 

55,000 

793 — 12 — 0 

~V Less earned income allowance 

4,000 


Taxable Income 

"«.000 



Exempted Income 

1. Iuumti Prenmim on |„, lit. n , „ „ 

». hiswifn’. V0 

life 11/10 of thcr.pitai 

3. Insurance Prem » j on his daughter’s 3,00 

endowment mar-. age policy. 6 S } QQ 

Total Us. 6,00 

the pntious nSSyfiSHifi CWrrCTlt 3 «r an 

rate applicable to Rsf 51,000) ®%X? P ‘° 3 per rUpee 'a^erag 

Super-tar payable on lis 55/00 



DOUBLE TAXATION 


Salary Income Rs. 12,000 
Earned Income Rs. 10,000 
Unearned „ Rs. 33,000 


Total Tax payable 
Income Tax 
Super Tax 


Less tax deducted at source 


Illustration 78 
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Rs. 

>} 

,» 

1,227— 4-0 
1,051— 2-0 
4,593-12—0 

Rs. 

6,872— 2-0 


11,636—12—0 
6,872— 2—0 


18,508 - 14—0 
793—12—0 

Rs. 

17,715- 2—0 


The following were the investments of the Upper India Trading 
Company during the year 1945-46. You are required to calculate 
their income from securities for the assessment of 1946-47 : — 

Investments on 1st \pril, 1945 : — 

(i) Rs. 60,000 4% 1955,60 U. P. Government Loan ; 

(ii) Rs. 30,000 5% Calcutta Improvement Trust Debentures ; 

(iii) Rs. 15,000 6% Preference shares of a Cotton Mill 

Company 

(iv) Rs. 20,000 5% free of tax Government loan ; and 

(v) Rs. 40,000 6% Debentures of Imperial Trading Company. 

On 1st September, 1945, the company sold the above Rs. 40,000 
6% Debentures of Imperial Trading Company and purchased Rs. 70,000 
61% Debentures of the Eastern Bengal Jute Company, Ltd, The 
additional sum of Rs. 30,000 needed for the purpose was borrowed 
from the bank @ 71% per annum interest. The banker of the company 
oharged commission on selling and buying of the investments at the 
rate of ane anna per cent and no collections of interest and dividend 
at the rate of four annas per cent calculated on gross amount. 
Interest or dividend, on investments, in each case, is payable half, 
yearly on 31st July and 3lst January each year. 

(A. ¥., B. Com., 1947) 


Solution 


STATEMENT SHOWING INCOME PROM SECURITIES 


Rs. as. 

Rs. 60,000 4% 1955-60 U. P. Govt. Loan 2,400 — 0 

Rs. 3o,000 5% Calcutta Improvement Trust Debentures 1,500 — 0 

Rs. 15,000 6% Preference shares of a cotton Mill 900 — 0 

Rs. 20,000 5% Free of tax Government Loan 1,000 — 0 

'Rs. 40,000 6% Debentures of Imperial Trading company 1,200 — 0. 
Rs. 70,000 61% Debentures of Eastern Bengal Jute 


Company 

2.275— 0 

9.275— 0 
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Le*s allow ab'o expenses 

7 months Interest on loan 

ot lls 30,0013 »t7fci UlS-S-0 

Bank Commission on 
collection of interest 
and dividend at l A}, percent 23 — 3—0 


1 ,335 — 11 
Rs. 7,339-5 


Illustration 79 r<rf 

A. doctor's incoma consists of Its. 5,400 from profession, 5,» 
Interest on he. 10,000 Government securities and Us 100 as “‘ roC ‘?f s 
fees. He owns a bungalow which ho uses for his residence in® 
municipal valuation of this is Rs 1,000 He paid Rs. 150 lor “a 
insurance premium and Us 50 ground rent The bungalow' “ L“? rt £? 
ged and the interest amounts to lls. 800 He paid Its. wi » 
insurance premium on his own life. Ascertain tho tax payable uy 
him for 1948.49 

(A U , B Com , 19441 

Solution 


STATEMENT O? TOTAL INCOME 


Amount 


Rs 

Inoomo from securities 5% Government 
securities of Rs. 10,000 500 . 

Income from Property 

Annual Value ft 10 of 12/H of, 545 
6 000— 1.000J 
Less allowable expenses 
l/OforRepars 91 

Fire Insurance Premium 150 

Ground Rent 50 

Interest on Mortgage SCO 

Income from Profession 
Income from other sources — 

Directors Foe 

Total Rs 5,454 


1,091 —546 
5,400 
100 


Less earned income allowance (1/5 of 5^00) 1,100 


Tax deducted 
at source 
Us. as, p 

15G — 4—0 


156 — i — Q 


Tixjibte 4j3si 


Exempted Income — 

Rb 30 J f’ 1 "™ «n< I/s rf to(it income 

*“• P“ ™P»» (ar OTa g„ rato 
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Tax to be refunded : — 

Tax deduoted at source Its. 156—4 — 0 

Less Tax payable 14 1 — 3 — 0 

Tax to be refunded Rs. 15 — 1 — 0 

^ 

Illustration 80 ■V- 

X is employed as a professor in a college on Rs. 800 p. m. He 
contributes 6.j% on bis salary to a recognised provident fund, ‘the 
college also contributing the same amount and his provident fund 
account. The interest on his P. F. account for the year amounted to 
Rs. 672. 

He also owns two houses one (Municipal valuation Rs. 800) 
occupied by him for his residence and other (Municipal valuation 
Rs. 1,000) let at Rs. 100 a month. His expenses in respect of 


property were : — 

Rs. 

(a) Interest on mortgage on houses 1,200 

(b) Land revenue for both the houses 40 

(c) Premium for fire insurance 120 

(d) Interest on loan taken to repair his residential house 125 

(e) Cost of extension of electrical fittings 105 


The house which is let remained vacant for two months during 
the year. He paid Rs. 850 as premium on his life policies. 

Ascertain his Total Income and Exempted Income. 

[A, IT., B. Com,, 1946] 

statement of total income 
Income from salary 

Salary 9,600 ■ , 

Employers contribution to Provident Fund 600 * 

Interest on P. F. 672 10,872 


Income from Property 

Let 


Occupied 

Annual value 1,200 


800 

Less allowable expenses 

1/6 for Repairs 200 

133 


Interest on 

Mortgage 720 

480 


Land Revenue 24 

16 


Fire Premium 72 

48 


Interest on 

Loan for Repairs 

125 


Vacancy 

allowance 200 1,216 


802 . 

—16 


—2 —18 

Total Income 

Rs. 10,854 , 

f. Less earned income allowance 


2,174 X 

\ 

' Taxable Income 


Rs. 8,680 


25 
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Exempted Income •' — 1 


1. 

Provident Fund (employee’s contribution 
together with employer’s contribution to 

1,200 


the extent of 1/6 of the actual salary) 

2. 

Life Premium (together with P. F., to the 
extent of 1/6 of the total income) 

397 

3. 

Interest on Prondent Fund 

672 


Total 

Ra. 2,169 


Note * — Vacancy allowance s— Relie/ is given /or the period such 
property remained vacant m proportion to the Cross Annual value. 
Illustration 81- 


At what rate and on what amount you will levy the tax In the 
following cases assuming that the ass essee is ordinary resident In 
British India * — 


Assessment for 1943.44 5— 

Rs. 

Income accruing and arising in British India 
Income accruing and arising in a State 

Income accruing and arising in Africa 

25,000 

25.000 

10.000 


Total IK 

60,000 

W 

Assessment for 1944.45 

Rs. 


Income accruing and arising in British India 
Income accruing and arising m a State 

Income accruing and arising in Africa 

Indian State income included in 1943.44 on 
accrual basia but actually received In British 
India during the previous year 

20,000 

15.000 
nil 

25.000 


Total Ra. 60,000 


IA,U,M. Com., 1945] 

Solution 

STATEiOtST OP TOTAL INCOME 


Assessment for 19-13.44 

1 Indian Income 

2. Indian i ; tate Income 

3. Foreign Income in excess of Ra. 4,500 

{assuming nnremitiedl 


Rs. * 
25,000 
25,000 

5^0il 


Rs. 55,500 

Exempted Income:— ' 

Indian State Income 

Ho would pay tax on Ra. 30 5nn «,» Rs< 25 '°^0 

to E,. S3, 500. y Mlo “8»-»,500at ths »»«•» t ato wImU< 



DOUBLE TAXATION 


l»a 


STATEMENT OF TOTAL INCOME 
Assessment for 1944-45 

1. British Indian Income Rs 20,000 

2. Indian State Income in excess of Rs. 4,500 10,500 

3. Indian State Income (remitted) included in 

last assessment for tax purposes 25,000 


Total R s . 55,500 


Exempted income : — 

Indian State Income Rs. 10,500 

This year he would pay tax on Rs. 45,000 at the average rate 
applicable to Rs. 30,500. Whenever any Indian State income which 
has already once been taken into account for rate purposes, is brought 
or received into British India in any subsequent year, that income 
as well as the British Indian income liable to tax in that year are 
to be taxed to income-tax and super tax at the average rates of 
income tax and super-tax applicable to either of the following two 
amounts, whichever is greater •' — 

(a) The total income as reduced by the amount of his state 
income so brought into or received in British India had such reduced 
income been his total income, or 

- (b) The amount of the state income so brought into or received 
in British India had such income been his total income. 

According to this, he would pay tax on Rs. 45,000 at the average 
rate applicable to Rs. 30,500. 

Illustration 82 \/ 

From the following particulars, find out the income tax payable 
by A for the year 1947-48 : — 

(a) Profits from an unregistered firm, Rs. 750 

(b) Postal cash certificate income, Rs. 600. 

.(c) 3% war bonds [free of tax] to the value of Rs. 20,000. 

(d) Shares in a cotton mill to the value of Rs. 5,000, a dividend 
of 15% (free of tax) is declared. 

(e) Shares in a cotton mill to the value of Rs. 5,000, a dividend 
of 10% (less of tax) is declared. 

(/) His wife's life insurance premimn amounts to Rs. 800 
yearly. 

[A. U., B. Com., 1945 J 

Solution 

STATEMENT OF TOTAL INCOME 

Tax deducted 
at source 

Rs. Rs. as. p. 

Income from securities: — 

3% War Bonds ofRs. 20,000 (free of tax) 600 

Income from Business : — 

Profit from unregistered firm 


750 
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Income from other sources 
Dividend (gross) 

Total 


1,591* 497 4 0 

2,941 497 4 0 


Exempted Income * — 

Interest from securities (tax free) 

Profit from unregistered firm (it is 
assumed that it is taxed in 
the hands of the firm) 

Life Insurance Premium (1/6 of the total inoome) 


Bs. 

GOO 


750 

490 


Total Its. L840 

Income tax payable o n Be. 1,101 at 5 88 pies per rupee (applicable 
to Rs. 2,941) is Its. 35.11 0. 

Tax to be refunded i— 

Its. as. p. 

Tax deducted at source ... 497 4 0 

Less tax payable ... 33 11 0 

Tax to be refunded ... Bs. 463 9 0 


Note—* Thu hot been calculated as /ollouu 

i5% {free of tax) on Rt. 3,ooo=Ri. 73o(net) 
io% (/«* tax) on Ri. 5,ooo=* Rr. 5oo (firou) 

Qiojj 

1— rate of tax 
750 


1 -*. 

16 

“Rr. I 7091 

Total Qroit Dividend fj Rj. 1 , 591 . 


lluitratioa 83 


From the following particulars find out the Income-Tax payable 
by A for the assessment year 1949-50 : ' 

(a) Profits from an unregistered firm representing half share 
Bs. 750. 

tw 6X Postal Cash Certificates to the value of Rs. 10,000. 

(c) 6% War Bonds (free of tax) of Rs. 20,000. 

km* Sh £* S n n t fl , ah ^ bad , Ce ? tfaI Bank * Ltd - to tha value of 
Rs. 5,000. The Bank declared a dividend of 1556 (free of tax) 

(f) Shares in C a wnpore Sugar Mills, Ltd., to the value of 
Rs. 5,000 Th a Sugar Mtfl declared a dividend of IQ% less tax. 

(/) His life insurance premium amounts to Rs. 500 yearly. 

(A. IT., B . Com , 1937) 
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Solution 

STATEMENT OF TOTAL INCOME 

Amount 

Income from securities — Rs. 

Rs. 20,000, 6% War Bonds (free of tax) 1,200 
Income from Business 

1/2 share of profits from unregistered firm 750 
Income from Other Sources 
Dividend from Central Bank ... 1,091 

Dividend from Sugar Mill ... 500 


Tax deducted 
at source 
Rs. as. p. 


341 0 0 
156 4 0 


Total Rs. 


.(Less earned income allowance 
V (20% on Rs. 750) 

Taxable Income 



Exempted Income : — 

1. Life Insurance Premium 

2. Interest on war Bonds (free of tax) 


3,541 497 

n <rs»,. 

4 0 

'150 v 'a\ 

\? 

3,391 

- 

R8. 

1 ••• 

500 


1,200 


Total Rs. 1,700 


Tax payable on Rs. 1,691 at 6*125 pies per rupee [average rate 
applicable to Rs. 3,391)= Rs. 53-15.0 
Tax to be refunded : — 

Tax deducted at source Rs. 497 4 0 

Less tax payable Rs. 53 15 0 


Rs. 443 5 0 


Note : — Though, the share of unregistered firm is included in total 
income for rate purposes but exe-r.pt from tax in the hands of the 
partners yet here it is taxed because Rs. 7 So represents the half share 
of fi'm’s income and as such it has not been taxed in the hand < of the 
firm being less than Rs. 3,ooo. It shall be, therefore, taxed in the hands 
of the partners. 't 

The income-tax on Rs. 1691 has been computed as follows : — 

Rs. a. p. 

Income tax on Rs. 2,791 (Income from 


2791 

securities and .shares) being total 

Income-tax payable on Rs. 3541 (allowing 
Rs. 150 as' earned income allowance) at the 
rates specified in the Finance Act of 1948... 
Income-tax on Rs. 600 (Income from unre- 
gistered firm Rs. 150 as earned income allow- 


93 i 6 


ances being 


_600 

3541 


of 


total 


income-tax on 


Rs. 3,541 (allowing Rs. 150 as earned income 
allowance) according to the rates specified 
in the Finance Act of 1949 

. Total 


15 0 3 
108 2 9 
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. , . R» 1 03.2 j f nlea per rupee 

Average rate of incomo tax- jjgf “ 6 p v 

«- « /-A* -» ...... I n iVw, 

Ua. 53 IS 0 


avuiaao »a>v 30VL 

Income-tax on lt». 1.C31 at Clio mes In the 
£ P Inoome Tax on P«. M»1 at 6 .35 pie. !" KilOS 2 9 

Leea rebate on Us 1,700 (exempted income) , 9 

at 6 115 pios ... ** 


53 15 0 


Illustration 84 . 

The following are the particulars about the income of Mr. X ox 
Allahabad University .— 

(a) Ho was employed on 1st July, 1915, in the grade 
Its 500.30-800, plus dearness allowance at 10 % of the salary. 

(b) Ho contributes 8% of the salary towards hla Provident 
Fund while the University coi tributes 12* 

(c) As proctor of the U nlveraity ha received 
(i) an allowance of Us ICO per month: 

(i») a rent free bungalow of the annual municipal valuat on 
of Us. M0 ; 

(In) an orderly who is paid Its. 35 per month by the 
University. 

(tv) a motor-car allowance of Us. 45 per month. 

(d) His income from exammership amounted to Us. 1,150 and 
from Koyalty to Us. 750. 

(e) He holds 50 shares of Us. 100 each, In the Upper India 
Trading Company Limited, on which he received a dividend of 12% 
less tax. 

(ft He received a prize of Us. 350 In a "Common Sen*® Cross- 
word” competition. 

He paid Bs. 1,520, as premium on his life insurance policy. 

You are required to prepare his assessment for tbo year 1947.43. 
Actual amount ol tax payable by him need not be calculated. 

(A U„ B, Com , 1948 ) 

X*8 ASSESSMENT FOR 1947-48 


Income from salary : — 

Tax deducted at 

source 

Salary 

Dearness Allowance 

Proctor Allowance 

House rent allowance 

Motor Car allowance 

6,240 

624 

1,200 

540 

540 

9,144 

503 

2 0 

Income from other Sources 
Exammership fee 

Royalty 

Dividends from shares of Upper 
India Trading Co. Ltd. (.Gross) 


1,150 

750 

600 

187 

8 0 

Total Income 

11,644 
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Less Earned Income Allowance 2,209 


Taxable Income 

Exempted Income : — 

Contribution to Provident Fund Its. 
Life Insurance Premium 


9,435 


Rs. 


695 

10 

0 

499 

0 

0 

1,442 

0 

0 

1,941 

0 

0 


Mr. X will pay Income Tax on Its. 9,435 after deducting 
therefrom the amount of income tax deducted at source from salary 
and dividends from shares of Upper India Trading Co. Ltd. and also 
a rebate of income tax on Life Insurance premium and contribu- 
tion to P/F to the extent of Rs. 1,941 at the average rate. 

Mr. X will not pay Super Tax as his income is below the 
minimum taxable limit. 

Notes : — 1. P/F to which the assessee contributes comes under 
Indian P/F Act of 1925 

2. The salary of the orderly will not be included in Mr. X’s 
income because an orderly is a matter of absolute necessity to him 
for the performance of his duties as proctor. 

3. Prize of Rs. 357 in a common sense crossword competition 
is a casual income and hence nomtaxable. 

4. It is assumed that the amount of Life Insurance premium is 
less than 1/10 of the capital sum assured, the whole of whioh here 
will not be alio a ed, as the Premium and P. F. contributions should 
not exceed 1/6 of total income. 

5. The amount of salary has been calculated as under : 

Salary for 4 months at Rs. 500 Rs. 2,000 

Salary for 8 months at Rs. 530 Rs. 4,240 


Total Rs 6,240 


AssesseeYfirst increment of Rs. 30 per month shall be due from 
1st July, 1946. 

6. It is assumed that Royalty is in respect of boolrs written by 
the assessee and hence earned income. 

Illustration 85 

From the following particulars relating to the year ended 
31st March, 1947, furnished by A, a general merchant, ascertain 
his total income and the amount of income entitled to income-tax 
relief : — 

He owns properties in four places and their annual values 
are Rs. 57,380, Rs. 9,840, Rs. 2,060 and Rs. 2,000 respectively. He 
is interested in the following concerns of which he. is a partner • 
A. B. & Go. (registered) whose assessable income for the year is 
Rs. 47,356 and A’s share is 8 annas ; C. D & Go. (unregistered) whose 
income for the year amounts to Rs. 18,000 and A’s share is 6 annas. 
His Income and Expenditure Account for the year in question is 
as under •' — 



IHCOUE-TAX LAW & A000UST3 


Property expenses— 
Repairs 

Collection Charges 
Ground W«flt 
Insurance Premium 
Salaries and wages 
General Expenses 
Reserve forbad debts 
Interest to mortgages of 
l roperty 
Other interest 
Balance being net profit 


Property rents < 

Share of Profits — 

A. B & Co. 2 

C. D. t£ Co. 
Remuneration as 

liquidator M 

Profits of hia business 3 
Interest on loans 1,S 

Interest on taxJree 
Qovt. securities 1,2 


Rs 500, being collection charges on properties, has been 
debited to salaries and wages acoount by mistake 

He also has a property which la used Bolely as his residence 
and the municipal valuation of which U Its. 90 000. Insurance 
premium and ground rent for the same amounted to Its. 2,976 which is 
not included in any figure stated above. 

(A.U..B Com, 1945) 

Solution 

STATEMENT Op TOTAL INCOME 

Rs. 

1. Income from securities ITax free) 1,20,000 

2 Income from Property 

Property let out 37,92d 

Property occupied 42,427 80,355* 

3 Income from Business 

Profits from registered firm 20,854 

Profits from unregistered firm 9,124 

Proprietary Business (Loss) —5,500* 24,478 

4. Income from other sources 

Remuneration as Liquidator 1,40,000 

Interest on Loans 1,80,000 3.20,000 


*This has been calculated aj /ollou’i 
Proper 13 Let . — 

Annual Rental Value 
Less allowable expense* 


j/6/or Repairs 
Qround Rent 
Insurance 

Collection Charges 6 % 
Interest on Aforrgagc 


13.000 
2,824 
V6B 
4fi8o 

18.000 40 072 
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Property Occupied : — 

Annual Rental Value (i/io of total Income) 54,483 
Less allowable expenses 
1 16 for Repairs 9,080 

Insurance & Ground Rent 2,976 12,056 42,427 


Total Income from Property 

**Business loss is calculated as follows : — 

Profit from Business 
Less admissible expenses 

Salaries and Wages 26,500 

General Expenses 3 , 000 

Interest 72,000 


Rs. 8o,355 


96,000 


i , oi , 5 oo 


Loss from Business 

Exempted Income 

Interest from tax free securities 
Profits of unregistered firm 


Rs. — 5,5oo 


Rs. 1,20,000 
9,124 


Total Rs. 1,29,124 


Note ■ — Rent received is higher than the annual value, therefore, 
it will be taxed at thap figure. 

Illustration 86 

The Profit and Loss Account for 1946 of a firm, consisting of 
three partners A, B, and C (with shares 4, 3, and 1), showed a net 
loss of Rs. 16,000 after charging the following items : interest on 
capital A Rs. 3,000, B Rs. 2,000 and C’s salary of Rs. 3,000. 

A’s taxable income from other sources is Rs. 5,000 while B and C 
have no other income. Explain how assessments would be made (a) 
when the firm is registered, and (b) when it is unregistered. 

, 4 . (A, U., B. Com., 1945) 

Solution 

Taxable Income from Business 

Loss as per Profit & Loss Account 
Less expenses not allowed 

Interest on Capital to A & B 
Salary to C 


Admissible loss of the firm Rs. 8,000 


DISTRIBUTION AMONGST PARTNERS 



A. 

B. ' 

c: 


Rs. 

Rs.* 

Rs. 

Interest on capital 

- 3,000 

2,000 


Salary to partners 

— 

— 

3,000 

Loss of the Business 

—8,000 

— 6,000 

-2,000 

Net Income or Loss 

— 5,000 

— 4,000 

+1,000 


Rs. 

16,000 

5.000 

3.000 8,000 


26 
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(a) Allotment in case of Registered fam — . . 

The arm is not required to pay tax Loyj of the firm m tne 
instance cm be set off from the incomo of the firm from other »°^ c08 ' 
Thereafter, th. share of tho loss of the wdi.ufual partner o-n bo i»* 
off from thotr incomes under othor heads Hero in this ca.0 A « 
entitled to sot off his share of loss In the Arm a Income from hi 
income of Its 5,000 While B can carry it forward to bo written off 
in coming years While C is not required to pay tax as his income 
is below tho minimum exempted 1 nut 
(b) In case of untegutc red fan — 

It is only tho firm which can carry forward the loss to future 
years, and individual partners are not allowed this privilege 

A is required to pay lax on his personal income of Its 5,000 
which is more thatj tho minimum exempted limit 


Illustration 87 

A, B, and C aro equal partners in a registered firm, whoso ^*1 
income for the year ended JOth June, 194o, amounted to Us 36,000 


On 1st January, 1916, A retired and D came in as a partner taking 
over A’s share llio firm’s total income for the year ended 30lh 
June, 1946, was Us 48,000 

State clearly how tho assessment of the firm and its partners, 
would bo made- for the tinanc-al years 1946 47 and 1947-43 re. 
p actively, assuming that the partners had no othor income 

(A U, Com, 1943} 

Solution 

As the firm is a registered one, therefore, firm is not required to 
pay tax in any of the years. But the individual partners will ho 
assessed on their share of firm’s profits. 

In the assessment year 1946 47, A, B, and O would pay tax on 
their individual income which is lie 12,000 each. While in tho 
assessment year 194V -48, A.,B,CJ,*ndD would pay tax on their 
individual income which is A, Ks. 8,000, B R s . lo,000, O Us 16,000 
and D bi 8,000 Though the constitution of the firm has changed, 
yet individual partner would be assessed on his share of profit, which 
™f, r ? ce,T * d ' because the firm is a registered one The change in 
constitution does not effect the liability of tax ot the person who has 
received the share of .profits in the accounting year. If the retiring 
1 n_t y „ lh< \ tal ’ the Income-Tax Office may recover it 
tbe day of making assessment The 

st as sa 

«S,Z s toto.V a T"cST‘°ut\Sro. lor m0I “ h3 •"*> “ d 

lUuitration 8s 


“ “ ■ ■ “ “ & mT-™* Cott ° n 


S ock On 1st January, 
1946 


Rs 


Cotton consumed 


47 > 62, 10 o Sales 


Manufacturing expenses 


61,90,09? 
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Wages and salaries 8,65,972 

Marketing 61,215 

Insurance 27,156 

Establishment 2,79,762 

Welfare expenses 17,825 

Balance c/d 10il2,054 


75,75,869 


Directors’ fees 2,500 

Auditors’ fees 1,500 

Law Charges 3,250 

Interest 1,05,250 

Repairs to Buildings and 

Machinery 15,640 

General Charges 25,870 

Managing Agents 

Remuneration 60,420 

Contribution to Staff 

Provident Fund 20,000 

Contribution to War 

Purposes Fund 10,000 

Debenture Sinking Fund 25,000 
General Reserve 1,00,000 

Taxation Reserve 3,00,000 

Balance (subject to 

depreciation) 3,44,119 


1941 


Balance o/d 
Transfer Fees 


10,13,554 


13,59,410 


75,75,869 

10,12,054 

1,500 


10,13,554 


You are required to compute the Company’s taxable income 
from business and also its total income for the year 1946, after taking 
the following information into account : — 

(a) Welfare Expenses include Rs. S25, the cost of a pucoa well 
built for the use of company’s workmen, 

( b ) Insurance, Rs. 1,000 ; Repairs Rs. 3,750, and Municipal 
Taxes Rs. 2,150 (included in General Charges) were in respect of 
Staff Quarters. 

(c) Law Charges amounting to Rs. l,ffQ0 were incurred in 
connection with additional land purchased during the year. 

(d) The Staff Provident Fund is a recognized one. 

(e) The amount of depreciation allowable is Rs. 2,64,325. 

(A. U., B. Com., 1942) 

Solution 

Income !rom Business 

Profit as per Profit & Loss Account 3,44,119 

Add inadmissible expenses : — 

Contribution to War Fund 10,000 

Debenture Sinking Fund . 25,000 

- General Reserve / 1,00,000 

Taxation Reserve ^ 3,00,000 
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Cost of a Pucca Well (included m 
Welfare expenses being Capital) 
Expenses m connection to Staff 
Quarters (included in General 
Charges) 

Insurance 1,000 

Repairs 3,750 

Municipal Taxes 2,150 

Law Charges (Capital) ~ 


8 25 


6,900 

1,500 


Less income not chargeable under this head : — 
Rent of Staff Quarter 


Less depreciation allowed 
Income from Business 


Rs. 


4,44,225 

7,88.344 

25,362 

7,62.982 

2,64,325 

4,98,657 


STATEMENT OP TOTAL INCOME 
Income from Property : — 

Annual Rent 25,362 

Less allowable expenses 
1/6 for Repairs 4,227 

Insurance 1,000 

5,227 20,135 

Income from Business 4,98,657 


Total Rs. 5,18,794 


lUuHratioo 89 

, A. and B ate In partnership under the name of X & Go., and 
their Profit and Loss Account for the year ended 31st December, 
1946, is as follows : — 


Office Salaries 
General Expenses 
Bad Debts 
Bad Debts Reserve 
Donations 

Interest on A’s Loan 
Partners’ salary 
A 

Interest on Capital 
A 
B 

Balance 

A 

B 


Ra. 


Rs. 

75.000 Gross Profit 

20.000 Interest 

5,000 Profit on sale of 

5.000 Investments 

6.000 
6,000 


Ra. 


Ra. 

1,64,000 

19,000 

6,000 


1,89,000 
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A *s other income for the year 1 946 consisted of the following •' — 
(l) A dividend of-Rs. 2.8,0 per share on 2,000 shares in a jute mill ; 
(ii) Rs. 750 as director’s fees ; (-ii) Interest on Rs. 30,000 Govern- 
ment Paper ; and (iv) Rs. 350 interest on Postal Cash Certificates. 

During the year A paid Rs. 8,500 as premium on his life 
policies and also suffered a loss of Rs. 4,500 in cotton speculation. 

Ascertain the amount of income tax and super.tax A will have 
to pay for the financial year 1947-48, if the firm of X & Co., is (a) 
registered, (b) unregistered. 

(A. O’., B. Com., 19411 

Solution 


Income from Business 


Rs. 

Profit as per Profit and Loss a/c 


48,000 

Add inadmissible expenses 

Bad debts reserve 

5,000 

Donations 

6,000 


Interest on Loan from A 

6,000 


Partner’s Salary 

9,000 


Interest on Capital 

15,000 

41,000 

Less not chargeable under this head 


89,000 

Profit on sale of investments 


6,000 

Taxable income from Business 


Rs. 83,000 

DISTRIBUTION OF FIRM’S INCOME AMONGST PARTNERS 


A 

B 


Rs. 

Rs. 

Interest on Loan 

Partners’ Salary 

6,000 

... 

6,000 

3,000 

Interest on Capital 

5,000 

10,000 

Share of Balance 

35,333 

17,667 

Taxable Income 

52,333 

30,667 

Profit on Investments 

4,000 

2,000 

Total Income 

56,333 

32,667, 

Determination of Tax payable by A. 

(i) When firm »s registered : — 

STATEMENT OF A’B TOTAL INCOME 


Rs. 

as. p 

Tax deducted at 
source 

Rs. as. p. 

Income from Securities : — 


* 

Govt. Paper of Rs. 30,000 1,050 

0 0 

328 2 0 

Income from business : — 

Share in a registered firm 52,333 

0 0 
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Income from other sources . — 

Director’s fee 750 0 0 

Dividend (btoss) 7»?7i 12 0 


Total Income 


61,405 12 0 2,600 14 0 


Less Earned Income 
Allowance 


4 000 0 0 


Taxable Income 57,405 12 0 


Exempted Income 

Life Insurance Premium Kb. 6,000 

Income tax payable on Its. 51,405-12 at 50 8 pies (average rate 
applicable to Rs 57405—. 2] is Its. 13,601 as. 2. 


Supertax — 

on Re, 53,083 ( Earned 1 

on Rs. 8,322 12 (unearned) 


Its. 6,728 3 0 
Its 1,363 2 0 


8,091 5 0 


Total Tax payable*. — 

Income-Tax 

Super,Tax 


Rs. as. p, 
13,601 2 0 
8,091 5 0 


Loss tax deducted at source 


21,692 7 0 
2,600 14 0 


Tax payable 

tn) When firm 18 unregistered : — 

Total income 61405 12 

Less Earned Income 150 0 

allowance (1/5 of,Ra. 750 

Taxable Income 61255 1 2 


19,091 9 0 


Exempted Income •— 


52,333 

6,000 


A will pay income-tax on Rs, 2, 922.12 at 5,*138 i 
rupee (average rate applicable to Rs. 61.255 '21 
Rs. 782 3-0. 1 1 


Income-Tax on Rs 2,922.12 
Less tax deducted at source 


Tax to be refunded 



DOUBLE! taxation 
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A will be required to pay no super-tax as the super.tax 
on the share of unregistered firm’s profits must have been 
paid. And the balance of his income Rs. 9,072-12 after deducting 
ins share of profit from an unreg istered firm which has already 
paid tax is below taxable unit for Super-Tax. 

N. B. : — Loss in cotton speculation is a casual loss and hence 
not set off. j. 

Illustration 90 

A and B are partners in a registered firm sharing profits and 
losses equally and the following is their Profit and Loss Account 
for 1946 : — 



Rs. 


Rs. 

Salaries 

10,750 

Gross Profit 

51,040 

Rates & Insurance 

1,200 

Tax free Interest on 


Travelling Expenses 

954 

Government Securities 

900 

Interest on Bank Loan 

1,650 

Profit on sale of Invest- 


Legal Charges 

163 

ments 

1,200 

Discounts 

897 



Carriage 

601 



General Expenses 

2,050 



Marketing 

2,300 



Depreciation of Motor Car 500 



Interest on Capital — 




A 

1,700 



B 

1,550 



Reserve for Bad Debts 

1,000 



Net Profit 

27,825 



Total 

53,140 

Total 

53,140 


After considering the following matters, compute the total 
income of the firm and allocate it between the p armors : — 

(a) Tiu- salaries include a partnership salary of Rs. 200 p. m. 

to B. 

(b) The legal charges consist of Rs. 100 for alteration of the 
partnership agreement and the balance for collection of debts. 

(c) Rs. 200 premium paid on an insurance policy on the life 
of a debtor is included in Insurance. 

(d) The general expenses include - R s . 210 for additional filing 
cabinets and Rs. 360 for a new typewriter and Rs. 301 donated to the 
War Fund. 

C e ) The car was purchased for Rs. 10,875 in 1945 and is used 
solely for business purposes. The ; elation on the- car i s 
claimed at 20%. 

(A. U., B. Com.? 1946) 

Solution 

FIRM’S INCOME FROM BUSINESS 

Rs. 

Profit as per Profit & Loss a/c 27,825 

Add expenses not allowed 

Interest on Capital ... 3,250 

Reserve for Bad debts ... 1,000 
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Partners’ salary 

2,400 

... 200 

... 5"0 

301 
:00 
100 


Insurance Premium 


Capital Expenditure 

Donation to War Fund 


Depreciation 

Legal Charges 

8,321 

Less not chargeable under this head 
Tax free intcrost 

900 

36.H6 

Profit on tale of investments 

... 1.200 

2,100 




Less Depreciation allowed* 


34,046 

1,740 

Taxable income from Business 


Rs. 32,306 

STATEMENT OF TOTAL INCOME 


1 Income from Securities 

Rs 


Tax free Interest 

... 900 


2 Income from Business 

... 32,306 


Total Income 

Rs. 33,206 



DISTRIBUTION AUONOST PARTNERS 



Rs. 

Rs. 

Partner’s salary 


2 400 

Interest on Capital 

.. 1,700 

1,550 

Tax free Interest 

... 450 

450 

Balance 

.. 13,328 

13,328 

Taxable Income 

Profit on Investments 

15,478 

1^728 

Inot taxable) 

... 600 

600 


16,078 

>8,328 


Note — ‘Depreciation on car is calculated as follows * 

_ Rs. 

Cost of car in tg4S 10,875 

Leis depredation at 20 % 2,175 


Written down value of 194 6 8,700 

Depreciation allowable for 1946 at 20 % is R*. 1,740 ~ 

lllaitration 91 s *y/ 

a guttered firm 

third, respectively. Profit and I of *7° «iirds and one 
on 3lst December, 1946, was as folbws° -1 A - C00unt for the year ended 
Rs. 

To sundry Expenses 21,800 By Profit on gale of good, 55,600 
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To Charity 
„ Reserve for 
Bad debts 
„ Legal charges 
,, Interest on Capital : 

Raja Ram 
Din Dayal 
„ Profits : — 

Raja Ram 
Din Dayal 

Total 56,220 Total 56,220 

The item of sundry expenses inoludes salary of Raja Ram 
Rs. 1,800, and that of Din Dayal Rs. 1,200. It also includes Rs. 1,500 
in respect of the rent of the residential house of the two partners. 
The house is shared by the two partners — half and half according to 
the terms of agreement; Legal charges wore incurred in recovering 
the amount due from a oustomer Depreciation on Plant & Machinery, 
whioh is calculated at Rs 3,340 and accrued interest on loan which 
amounts to Rs. 1,060 have not been provided for in the Profit and Loss 
Account above. 

The other Taxable income of the two partners is a s follows : — 

Raja Ram Din Dayal 



Rs. 

Rs. 

Interest on securities 

400 

2,100 

Income from Property 

600 


Foreign Income of which only 

Rs. 2,000 is remitted 


7,700 

Interest on Post Office Saving 

Bank Account 

27 


■ 

1,027 

9,800 


You are required to calculate the taxable income of the firm, 
and .to prepare assessments of Raja. Ram and Din Dayal. The 
amount of tax payable by the two partners need not be calculated. 

(A. U., B. Com., 1948) 

Solution 

; - Computation of Taxable Income of the firm : — 

Rs. 

Net Profit as per Profit and Loss Account 28,530 

Less Inadmissible Expenses : — 


Reserve for Bad Debts 1,430 

Charity 570 - 

interest on Capital 2,030 

Salary of Partners 

(Included in Sundry Expensos) 3,000 

Rent of the residential 

House of the Partners . 1,500 


570 By Commission received 620 

1,430 

860 

1,280 

750 

19,020 

9,510 


27 


8,530 

37,060 
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Less Expenses not taken Into account 
Depreciation 
Interest on loan 


3,310 

1/360 


Taxablo Income from tho firm 


4,400 



Salary 

Interest 

Rent 

Balance 


ALLOCATION OF PROFIT BETWEEN PARTNERS 

Raja Ram Din Dayal 

Ra. Ra- 

I.S00 1.200 

i tjvo 750 

7j0 750 

17,420 8,710 

21,250 11.41° 


ASSESSMENT OF MB. BAJA BAM FOB 1947-48 


Ra. 

Income from securities 400 

Income from Proporty (taxable) 600 
Income from Business 21,250 


Tax deducted at source 
Its. 

125 


Total Income 22,250 
Loss Earned Income Allowance 4,000 


Taxable Inooine 18,250 125 


Mr. Raja Ram will pay Tax on Rs. 18,250 after Retting a credit 
for Rs 125 deducted at source from Interest on securities. 

He is not liable to pay super.tax as his income is below the 
minimum taxable limit. 

Note . — 

Interest on Post Office Savings Bank account is totally exempt 
f iom income tax and super.tax hence not included in assessoe’s total 
Income. 

ASSESSMENT OF MB. DliJ DAYAL FOR 1947-48 

Tax deducted at source 
Rs 

1. Interest from Securities 2,100 656-4-0 

2. Income from Business 11,410 

3. Foreign Income : — 

Remitted 2,000 

Unremitted Income in excess 
Rs. 4,500 1,200 


Total Income 16,710 
Less Earned Income Allowance 2,282 

Taxable Income 14,428 
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Mr, Din Dayal shall pay income-tax on Rs, 14,428 after 
getting a credit for Rs. 650-4-0 deducted from interest on securities 
at source. 

He is not liable to pay super-tax as his income is below the 
minimum taxable limit. 


Illustration 92 

A and B are two individuals who have entered into a partnership 
business for purposes of carrying' on cloth trade at Calcutta. A is 
only a financing partner and not take any active part in the conduct 
of the business which is entirely looked after by B. The profits and 
losses are, however, shared by them equally. The Profit and Loss 
Account for the year ending 3lst March, 1947, shows the following 
details 


Opening stock 

Rs. 

1,00,000 

Sales 

Rs. 

3,50,000 

Purchases 

2,00,000 

Stock 


Bengal Sales Tax 

15,000 

Income from cloth 


Interest to A 

20,000 

commission Agency 

50,000 

Commission to B 1% 
on sales 

Salary to B 
Income-Tax 

Rent and Salaries 
General Charges 

Net profit 

3.000 

5.000 

5.000 
20,000 

2.000 
30,000 

4,00,000 


4,00,000 


The Excess Profit Tax payable by the firm for the above period 
is Rs. 5,000 only. Work out the shares of partners and point out 
how you will determine the tax payable if the partners enjoy the 
following other incomes : — 

Partner A Partner B 

Professional Income as Auditor 30,000 Nil 

Property Inoome 20,8^) 30,000 

Interest from Bank Deposit 10,000 Nil 


Total • Rs. 60,000 Rs. 30,000 


Each partner is insured for a sum of Rs. 1,00,000 and pays 
Rs. 10,000 per annum towards the premium. 

Determine the total tax payable by the above. 

(A. TJ„ M. Com., 1946) 

Solution ‘ 


Taxable Income from Business 

Net Profit as per Profit & Loss Account 
Add inadmissible expenses 5 - 


Interest to A 20,000 

Salary to B 5,000 

Commission to B 3,000 

Income-Tax 5,000 


Rs. 

30,000 


33,000 


Taxable Income 


Rs. 63,000 



212 


INCOME-TAX LAW & ACCOUNTS 
Loss E. P.T. actually paid 
Firm’s Incomo 


5,000 
Its. 58,000 


DISTRIBUTION AUOSO PARTNERS 


Interest on Capital 

Commission 

Salary 

Balance 


A - 

Bn. 20,000 

15*^00 


Its. 35,000 


(a) As registered firm 
(i) Firm 


Gross Incomo 
Us. 

58,000 


(ii) A 

Share In firm 
Professional Income 
Incomo from Froperty 
(Taxable) 

Interest from Bank Deposit 


35.000 

30.000 

i 0,000 

10.000 


Less earned income 
allowance 


95,000 

4,000 


3.000 

5.000 

15.000 

23.000 


Tax payable 
Nil 


91,000 


Income-Tax oa B*. 9i,Q00 

Super-Tax on R s . 95,000 

Lesa rebate of Income -tax on Us 6,000 
Insurance Premium at 542 pies per 
rupee 


Ua. 25,087— fijO 
Rs. 23,100—5-0 

Rs. 48,787.13.0 


1,693.12.0 


Tax payable 


(>*l) B 

Sharo in firm's profits Rs, 23,000 

Property Income (Taxable) Rs 30,000 

Less earned income allowance 


x Income-Tax on Rs. 
Supertax on Rs. 


49.000 

53.000 


Rs. 


I s 47,094—1-0 


53,m 

4,000 

49,000 


12,562-8.0 

6.27L.13-0 


18,834-5.0 
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Less rebate of income-tax on Rs. 6j000 Insurance 
Premium at 49 z pies per rupee 

Tax payable Rs. 


(b) As unregistered firm • — 

ti) Firm ... 58,000 

Less earned income allowance 4,000 


Rs. 54,00;) 


Income Tax on Rs. 54,000 
Super-Tax on Rs. 58,'} 00 

Tax payable Rs. 

(ii) A 

Total Income ... Rs. 95,000 

Less earned income allowance 4,000 


91,000 


Income Tax on Rs. 91,000 ... Rs. 

Super-Tax on Rs. 00,000 (95,000-Rs. 35,000 Rs 
Share of the unregistered firm) 

Rs. 

Less rebate on exempted income of — 

(i) Profit from 

Unregistered firm Rs. 35,000 

(ii) Insurance Premium Rs. 6,000 


41,000 


at 54'2 pies per rupee 

Tax payable Rs. 

v 

(Hi) B t 

Total Income Rs 53,000 


Income Tax on Rs. 53,000 
Super-Tax on Rs. 30,000 (Rs. 53,000 

Rs. 23,000 profit from unregistered firm) 

Less rebate on exempted income of — 

[i) Profits from 

Unregistered Firm Rs. 23,000 

(ti) Insurance Premium Rs. 6,000 


29,000 

at 50 pies per rupee 


1,537.8.0 


17,296-13.0 


14,125 0 0 
6,718 12 0 


20,843 12 0 


25,687 8 0 
8,437 8 0 


34,125 0 0 


11,573 15 0 


22,551 1 0 


13,812 8 0 
937 8 0 


14,750 0 0 


7,552 1 0 


Tax payable 


Rs. 7,197 15 0 
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Illustration 93 

Given below is tho Profit and Lom Account of 
company for tho financial year 1946.47 


Salaries & Bonus 
Office Rent 
War risk insurance 
Postage and stationery 
General charges 
Reserve for depreciation 
Inoome Tax paid 45 M 
Provision for E P T & 
income tax 
Rot Profit 


1,00,009 Qrow Profit 
10 000 Interest 

10.000 Profit on sale of 
10 000 Investments 
20 000 

25.000 

50.000 

2 00 000 

1,00 000 


5,25,000 


a limited 


Rs. 
500,000 
’ 10,000 

15,000 


5.25,000 


You are required to prepare a statement showing the taxable 
income of the company, and find out tho tax payable by it after 
considering the following 

(a) General charges include Rs 5,000 for advertising ! 
Rs. 1,000 for subscription to War Fund , Rs. 3,000 paid to a motor, 
car company for exchanging the old car for a new one , Rs- 1,000 
for Charity , and Rs 5,000 for miscellaneous repairs. 

<b) The depreciation admissible to the company under the 
law is worked out at Rs 15,000 only 

(c) The company contends that the shares sold were pur- 
chased in 1925, and it is no part of business to deal in shares, so 
that the income of Rs L5,000 should not be taxed 


(&) The depreciation reserve was separately invested In 
securities, and an moirue of Rs 20 000 derived therefrom was 
directly credited to Reserve Account without showing it in the 
Profit and Loss Account 

(e) The excos3 profit tax liability for the above period i a 
determined to be R9 1,20,000 

(A. U , M Com , 1945) 


Solution 


Statement showing taxable income of the Company 

Profit as per Profit and Loss Account 
Add inadmissible items — 

Reserve for depreciation 25,000 

Income Tax 50,000 

Provision for E. P T and 
Inoome Tax 

Subscription to War Fund 
Motor Car Price (Capita!) 

Charity 


2,00,000 
1,000 
3 000 
1,000 


Rs 

1,00,000 


2,80,000 


3^j,000 
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Less depreciation allowed 15,000 

3.65.000 

Less profit on sale of investments not chargeable 15,000 

3.50.000 

Less E. P. T. Liability actually allowed 1,20,000 

Taxable Income from Business 2,30,000 

Add interest on Investment 20,000 

Total Income Rs. 2,50,000 


Income Tax at -/5/- per rupee Rs. 78,125 
Super Tax at ./2/. per rupee Rs. 31,250 

Total Tax Rs. 1,09,375 


Illustration 94 


From the following Profit and Loss Account of a merchant 
for the year ended March 31, 1947 find out his taxable income 
from Business : — 


/ 

Rs. 


Rs. 

To Office Salaries 

5,720 

By Gross Profit 

27,635 

„ General expenses 

2,640 

,, Interest on Govern. 

„ Interest 


ment Securities 

1,460 

On Bank Loan 480 


„ Discount 

365 

On Capital 1,580 

2,060 

„ Bad Debts recovered 640 

— 


„ Profit on sale of 


Fire Insurance Charges 

775 

Investments 

750 

,„ Reserve for Bad Debts 

835 

„ Sundry receipts 

350 

,, Audit fee 

400 



„ Income Tax 

1,760 



Charity 

485 



Law charges 

370 



Compensation paid to 




a retrenched employee 

1,500 



,, Extension of Building 

1,500 



„ Rent 

1,155 



„ Net Profit 

l-',000 




31,200 31,200 


In computing the income, the following facts should be taken 
into consideration : — 

(a) In the item of rent, Rs. 600 is included in respect of the 
rent of office building which belongs to the proprietor himself. 

(b) In the amount of salaries, Rs. 320 is included in respect 
of employer’s contribution to Provident Fund which is recognized. 

(cl General expenses include Rs. 350 in respect of cost of 
new furniture purchased during the year ; and 
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(d) Amount of depreciation, allowable according to rules, on 
its used for business purposes is worked out at Rs. 1,475. 

(A. U., B. Com., 1»47) 


assets used for business purposes 11 
Solution 

Computation of Taxable Income from Business 

Profit as per Profit & Loss Account 
Add inadmissible expenses : — 

Interest on Capital 1,580 

Reserve for Bad Debts 835 

Income Tax 1,760 

Charity 4S5 

Extension of Building 1,500 

Rent of Office Budding 

(belongs to proprietor) 6 0 

Cost of furniture (included in 
genoral expenses, being 
Capital) 350 


Rs. 

12,000 


Less income not chargeable under this head t— 
Interest on securities 1,460 

Profit on sale of investments 750 


Less depreciation allowable 
Taxable Income from Business 


Ra. 19,110 


2,210 

16,900 
1,475 
Rs. 15,425 


Illustration 95 

A cotton mi II company, whose accounting year ends on 31st 
March, purchased certain machinery in 1932 for Rs. L20.000 ; and 
the depreciation allowance actually claimed for this asset up to and 
including the 1941.42 assessment year amounted to Rs. 31,500. 

Work out the admissible depreciation allowance m restart of 
this asset for the assessment years 1942.43 and 1943.44, ih_ « 
depreciation prescribed for income-tax purposes is 10% on the Written 
down value, if this asset was used double shift for 100 dalm Toil He 
and for 200 days in 1942.43, and if the f uU demerit* n miA2 
was claimed in the 1942.43 assessment. ^eolation allowance 

Solution < A - U *. B. Com , 1943) 

(n) Admissible depreciation for assessment year 1943.43. 

Cost of asset in 1932 Rs. 

L “ , .jL' Pre ‘“' wa upfo miA* 

assessment year e A * 4 ” 

_ 31,500 

“** ••luofof 19J2 43 usM.sment 

**• ••• 88,500 
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Hormal depreciation at 10% 

Add Extra shift allowance 

150% of 100/300 of Rs. 8,850) 


8,850 

1,475 


Total Depreciation for 1942,43 ... Rs. 10,325 

(6) Admissible depreciation for assessment- year ig43-44. 
Written down value for 1942.43 ... 88,500 

Less depreciation allowed in 1942.43 ... 10,325 

Written down value for 1943 44 ... 78,175 


Normal depreciation at 10% ... ... 7,817-8.0 

Add extra shift allowance 

(50% of 200/300 of Rs. 7,817-5) ... 2,605.13.4 

Total depreciation for 1943.44 ... . Rs. 10,423.5.4 


Illustration 96 

The Profit and Loss Accouut of a Company for the year ended 
31st December, 1948, is given below :~ 


Rs. 

Opening Stock 3,00,000 

Oane purchased, cane 

cess & Transport 8,50,000 

Cane Royalty 1,00,000 

Manufacturing Expenses 4,50,000 
Gross Profit 9,00,000 


26,00,000 


Establishment 25,000 

Charges, general Rent 
Rates & Taxes, audit, 
Travelling, postage etc. 15,000 
Repairs & Replacements 85,000 
Law charges 15,000 

Depreciation 1,50,000 

Taxation Reserves 2,00,000 

Net Profit 4,10,000 


9,00,000 


Rs. 

Sale of sugar and 
molasses 21,00,000 

Closing Stock (after 
deducting Rs. 1,00,000 
for estimated loss 
on deterioration*' 
of quality) 5,00,000 


26,00,000 


Gross Profit 9,00,000 


9,00,000 


Determine the total income and the taxes payable by the com. 
pany for the assessment year 1949.50 after taking the following 
information into consideration : — 

1. A dividend of Rs. 2,00,000 was declared on 2nd February, 
1949 in respect of tire profits for the year ended 31.12.1948. Section 
23 —A does not apply to the company. 

2. Both opening and closing Stocks, before deduction of the 
estimated loss on deterioration from the latter, are valued at cost which 
is lower than the market price plu3 excise duty applicable to the stocks. 

28 
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3. Tho entire cane supplies were purchased from an allied com. 
pany at tho pri» fixed by Government plus a total surcharge or 
Its 50.000 to enable tho allied company to meet the cost of irrigation. 

4. Manufacturing expenses include exo.se duty Rs. 1.00.000 ana 
a sum of Its. 50.000 being the difference in the price of coal of the last 
three years decided by an order of the Court in January 1943 

5. The cano royalty is payable under tho terras of on agreement 
with the allied company to encourago cultivation of uuprovod quality 
of cane 

G. Law charges include Us. 10.000 being tho cost of defending 
the suit ui respect of tho difference in the coal price referred to abore 
and Its. 5.000 as damage paid to a person run over and injured by 
managor of tho company wluto driving his car on his way to the 
office 

7. Under the articles of association of tho company tho interest 
fearned on the fixed deposits In respect of tho reserve and depreciation 
unds was to be rdded to these funds Such interest amounted to 
Us. 27,000. 

8. Tho written down values of machinery, factory buildings and 
uomfactory buildings were Rs 12,00,000, Its 1 00,000 and Hs. 50,000 
respectively, the depreciation rate3 being 9% ; 5% ; and 2^. 

(Income-Tax Departmental 1944 adapted ) 

Solution 

Ks. 

Net Profit as per Profit & Loss Account 4,10.000 

Add Inadmissible expenses • — 

Taxation Re«erves 2,00,000 

Loss on deterioration of quality 

of stock 1,00.000 

Cane surcharge 50,000 

Difference m the price of coal 
regarding past years (in. 
eluded in manufacturing 
expenses) 50,000 

Law charges re • coat price (Past 

expenditure) 10,000 

Damage paid (oapital) 5,000 

' 1.50,000 


Depreciation 


Add income not included 
income on fixed deposits 


Less Depreciation allowable 
Machinery 9% 

Factory Buddings 52 
on doctor y buddings 2J% 


ToUl Income of th, camp.ny 



5,65,000 


9,75,000 

27,000 

10,02,000 

L08.000 

5,000 


1,250 




1,14,250 

T Ra. 

8,87,750 
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Income-tax on iis. 8,87,750 at 
./5/.per rupee 
Lass rebate of one anna in 
the rupee on the amount 
of total income as reduced 
by seven annas in the 
rupee in excess of the 
dividend declared 

Super-tax on fts. 8,87,750 
at ./4/- in the rupee 
Less rebate at the rate of 
-/2/- in the rupee assum- 
ing that the company 
has made arrangement 
for the declaration and 
payment of dividend in 
the provinces as well as 
deduction of super-tax 


Rs. as. p. Rs. as. p. 
2,77,421 14 0 

18,709 15 0 

2,58,711 15 0 

2,21,937 8 0 


1,10,968 12 0 

1,10,968 12 0 


Total Tax payable by the company 3,69,680 11 0 


Notes : — Rebate on Income-tax and supertax is allowed according 
to the Finance Act, ig4g. 

2 . Both opening and closing stocks must be valued at cost irres- 
pective of their market price being higher than the cost. However 
Rs. i.oojooo deducted from stock for loss on deterioration of quality of 
stock is not an admissible loss. 

3. Only the price of cane as fixed by the Government is allowed. 
A surcharge of Rs. 5o»oao paid to the allied company to enable the latt r 
to meet the cost of irrigation is an inadmissible charge. 

4. The difference in the price of coal as charged to the Profit and 
Lais Account of this year is a past expenditure and should not be 
included as such. 

5. Legal expenditure also relate to past years and so should not 
be included in ament y ear's Profit and Loss Account. 

Illustration 97 

M. FT. Ltd., a foreign association of France, carrying on business 
in British India has been declared by the Central Board of Revenue 
to be a oompany for the purposes of the Indian Income Tax Act. 
During the year ended 31st March, 1949, this association had the 


following income : — 

Rs. 

1. banking profit at Calcutta 25,750 

2. Dividend Income (gross) from a rupee company 

of Bombay 2,250 

3. Agricultural Income in the Punjab 2,000 

• 4 Banking profit in France 

retained in France ?5,OOQ 
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5. Incoraa from a landed property in South Africa 

for 1913-20 „„d d.tar^laa 

the to payable (bo3me ^ D , pltlnin ,J 1940) 

Solatia" m „ ASY ’s ASSES341EKT TOR 1949-50 ^ JedMlea 

at source 


A British. Indian Income 

(i) Banking Profit at Calcutta 
(ti) Dividend (gross) 


25,750 

2,250 


Total Indian Income 28,000 
B Foreign Inoome — 

Rs 

Banking Profit m France 25,000 
Income from property 

in South Africa 4,000 


29,000 

Less statutory allowance 4,500 24,500 

Total Income 52,500 

Income Tax on Rs 52,500 at 5 as R-s 16,406-4 
Super Tax on Ra 52,500 at t as 13,125-0 


Total Tax payable 29,531-0 

Less deducted at source 703-2 


Tax payable 28,828.2 


703 2 0 
703 2 0 


1, The company ta assessed as resident and ordinary resident 
since its total Indun Income Hs 30,000 exceeds the foreign 
income which is only Kb 29,000 

2 The Company is not required to pay tax on Agriculture 
Income as it Is exempted from Tax. It will neither be taxed nor 
included m the total income 
Illustration $3 


From toe following information compute the company's total 
income for toe 1949-50 assessment year — 


Profit and Loss 


Opening Stock 
Oane purchased 
Manufacturing Ftp 
Salaries and Wa ges 
Stores consumed 
General Charges 
Commission nnj 

Brokerage 


Account for the year ended 30th June, 19 16 
Rs Rs. 


52,400 

4,69,200 

2,56,300 

2*200 

46,600 

8,500 


Sales of Sugar molas. 

ses etc. 10,53,400 

Closing Stock 76,100 


36,400 
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Interest on loan 

9,000 

Director’s fees 

5,500 

Auditor’s fees 

700 

Taxes 

4,300 

Bad Debts and Reserve 

for B/D 

29,600 

Depreciation 

64,800 • 
1,26,000 

Balance c/d 


11,34,500 


11,34,500 


Managing director’s remu- 
neration at 10% 
Reserves 

Provision for Dividend 
Garry forward 


12,600 

75.000 

30.000 
16,600 


Balance b/f from previous 

year cWUO 

Balance b/d 1,26,000 


1,34,200 


1,34,200 


1. Rs. 10,000 -mi account of a f lia ^2iss?oD S cbarged a by^he 

to whom the sum w.-o due by nr0ce din" years and Rs. 30,000 

company in the revenue accounte ^ e ° n car ried to a special 

on account of speculation protit regular business of 

reserve. It is claimed that speculation is not the reg 

the company include r s 2 000 on account of company’s 

2. Salaries and wages include Ks 
contribution to an unrecognized provident fund. 

3. General charges include • t 

(a) Rs. 500 donat ^ OI ^ e t ° te a d f S P ft) R^ToO^ subscription 
employees ore treate b ect is to regu late sugar 

Sg 10 p S r (T RS? 1,600 commission to a broker for 

arranging a loan for the company. 

4. Commission and Brokerag, ' j^ma^T"* irShT T^e 

of secret commission disbursed thro ® lthorltLes i u every 

SLlprCsWng tho y names of payees as suoh disclosure 

would be detrimental to its business. 

5 ' Taxes are entirely on account of sales tax levied y 

PrOV T‘"oTnT‘:ser™d for Bad debts amounts to Bs WM. 

to a banker of Bikaner 

Sl ate 7 - ™ srrjssEsns 

8 . The depreoiation^aUowabhMS JM1 adapted, 
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Solution 

Profit as por Profit and Low Account 
Add Inadmissible expenses • — 
Contribution to unrecognized Fund 
(included m salaries and wages) 
Brokerage for loan taken 
Secret Commission 
Bad Debts Reserve 
Interest paid m Biktner State 
Depreciation 


Ra. 

1,26,000 


Rs. 


2,000 


10,000 

15,000 

9,000 

61,800 


1,02,400 


2,28,400 

Less Expenditure allowed •— 

Managing director's Comra'ssion 12,600 

Depreciation 55,800 68,400 


1,60,000 

Add Income omitted s— 

Amount foregone by a creditor 10,000 


Total Income of tbe Company 1,70,000 


Note s~l. Speculation profit will not be taied os it is casual 
income. 

Illustration S9 

The follow mg is the Profit ani Lois Account of the company 
engaged in manufacture of hosiery : — 

Rs Rs 

50.000 Sales 2,80,000 

74 000 Ctoung stock 36,000 

lil G.090 Interest on securities (not) 1,320 

16.000 Other interest 1,130 

3.000 
300 
200 

4,500 

3,000 


Opening Stock 
Yarn consumed at cost 
Manufacturing charges 
Repairs ... 

Establishment 
Postage and Telegram 
Printing and stationery ... 
Advertising 
Travelling 
Audit 
Sundries 

Income Tax ... 

Loss on sale of Electria 

motor ... 
depreciation of securities ... 
Goodwill written off 
'UcuCi. T jnuyruYenrtjifi 

Reserve ... 

Net Profit 


500 


1,0<0 

2,500 

10,000 


3,18,500 

After taking the (allowing matters mto account 
Company’s total Income hcoount compute the 
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1. Tho company has all along valued its stocks at cost. The 
closing stock of Rs. 36,000 has also been valued at cost. The opening 
stock of Rs. 50,000, if valued at cost, would have been Rs. 30,000 and 
indeed in the Balance Sheet as 31si Match, 1946, the closing stock 
shown as Rs. 30,000 which was accepted for assessment purposes. 
As the market price of hosiery has increased considerably, the stock 
as on 1st April, 1946, has been revalued at estimated selling price 
in order to avoid inflated profits being shown. 

2. Repairs include an amount of Rs. 12,000 being the cost of 
extension to buildings made in ApnLJune 1946, the extension being 
used as office and godown. 

3. Advertising includes Rs. 3,000 being the cost of a permanent 
fixture on the top of the faotory building for giving demonstration 
by film slides of the various processes of manufacture employed in 
tho factory.- 

4. Sundries include Rs, 1,000 being counsel’s fees for conduct, 
ing an appeal before the Income Tax Appellate tribunal. 

5. Tho old Electric Motor whose cost was Rs. 16,000 and written 
down value Rs. 14,000 was sold during the year for Rs. 13,000 and a 
new motor was purchased for Rs. 20,000. 

6. The admissible normal depreciation is worked out at 
Rs, 19,740. 

(Income Tax Departmental 1942, adapted) 

Solution 


Rs. 

Net Profit as per Profit &,Loss Account 24,000 

r __ t . . i • •* i ... _ 


Less Inadmissible expenses — 
Income Tax 

Rs. 
2,000, 
2,500 1 

1 

Depreciation of securities 


Goodwill written off 

... 10,000 


Block Improvement Reserve 

... 10,000 


Overvaluation of Opening Stock 

... 20,000 


Extention of Buildings 

... 12.000 


Advertising (Capital) 

3,000 


Expenses re : Income Tax appeal 

1,000 

60,500 

* 


84,500 

Less Income not chargeable under this head : — 

Interest on Securities 


1,320 

Dess Depreciation allowable : — 

(a) Normal Depreciation 

(b) Initial Depreciation : — ■ 

m s , 19,740 

83,180 

on Extended Building 15% 

... 1,800 


on Electric motor 20% 

... 4,000 

25,540 

Taxable Income from busines' 


57,640 

Statement of Totallnco.nes 


. 

1. Interest on Securities (Gross) 

1,920 


3. Income from Business 

... 57,640 


Total Income of the Company 

59,560 
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1, iait-jsw-'sss* 

Rs 13,000. 

ttltt *Th6 Profit and L ws Account of a Cotton Mill Crupany for tho 
yoar 31st Decembor, 1017. Is ns follows n 

WOO 

00.000 

Coal f uel and oil 1,^ '.000 

Store consumed 2,10,000 , t 

Wages and salaries C, 00,000 Stock at tile end of 

Gross Profit 21,40,000 


5,00,000 
38,00,000 
thoyear 11,00,000 


Establishment a'T" t „u 

Mg. Director’s Commission 1,07.000 Sate proceeds of old 


32,00,000 

50.000 Gross Profit 


52,00/100 

21 , 10,000 


J.ent Rates and Taxes 
Repairs & Replacements 
Travelling, Audit Postage 
and general charges 
Reserve for Taxation 
Daw Charges 
Advertising 
Printing & Stationery 
Depreciation 
Contingency Reserve 
Insurance Reserve 
Mill Improvement 
Reserve 


23,000 accounting machines 

2.50.000 (oost U". 3,000) fully 
depreciated in 1914 

12.000 Bad Debts written off 

2.50.000 » earlier years and 

13.000 allowed in past 

10.000 assessment 

2.000 recovered 

5>6j, 000 Double Income Tax 
1,50,000 relief 

75.000 


1,000 


2,00,000 

General Reserve 3 ’22 , $22 

Stock of cloth burnt by fire 30,000 
Net Profit L3jM)00 

21,70,000 21,70,000 

From the above account and the subjoined information oompnte 
the company's total income for the 1948.49 assessment year 

1. The Company’s articles of association provide for a reserve 
being made for sell ng ommissum at 5% of sales. The actual 
expenditure on commission is paid out of the reserve which amounted 
to Rs. 1,50,000 ou 31st December, 1946 and to Rs 2,75,000 on 3lst 
December, 1947. 

2 The stock of manufactured goods at the end of the 
been valued at market rate which was m excess of .K 7 . u 

Rs. 2,00,000 The stocks of manufactured goods raw °°? by 

and »U.ot» .a prece.a al tea «omeoo 8 „ e M if I? ,t “ re ,! 

valued at cost which was lower than the market rate™ 0 7Car Wera a 1 



double taxation 


225 


3. The commission of Rs, 1,07,000 paid to the managing director 
was in. consideration of a loan of Rs. 20,00,000 advanced by him, the 
stipulation being that he would be entitled to a commission of 5% on 
gross profit subject to a premium of 5% on the Loan. 

4. Rent Rates and taxes include Rs. 2,000 being income tax, 
on staff salaries deducted from the salaries, the net salaries being 
shown under the head “Establishment’. 

5. General oharges include Diwali and Mahurt expenses of 
Rs. 500 each. 

6. Law charges include Rs. 10,000 being compromise money 
paid to a shareholder who threatened to bring a suit against the 
managing director for appropriating a large part of the company’s 
profit by way of commission on Gross Profit. 

7. Advertising represents five years’ oharges for the years 
1947 to 1951 paid to a newspaper. 

8. There was no insurance cover for the stock burnt. The 
stock was purchased in the year 1946 but the cost is not included in 
the purchases nor in the closing stock, 

9. The insurance reserve was Rs. 1,00,000 on 31st December, 
1947 as against Rs. 75,000 on 31st December, 1946. 

10. On 31st December, 1947, the written down values of 
machinery, factory buildings, and non-factory buildings were 
Rs. 45,00,000, Rs. 9,50,000 and Rs 1,95,000 respectively. The rates of 
depreciation on these assets are 10%, 5% and 2j%. 


■,-s (Income-Tax Departmental 

e 1943 Adapted) 


Solution 


Rs. 

Net Profit as per Profit & Loss Account 


1,33,000 

Add inadmissible items : — 

Rs. 


Reserve for Taxation 

2,50,000 - 


Contingency Reserve 

1,50,000 ■ 


Insurance Reserve 

75,000 


Mill Improvement Reserve 

2,00,000' 


General Reserve 

3,00,000. 


Reserve for selling Commission 

2,00,000 

. 

Excess Commission to 
managing director 

7,000 

‘ 

Excess rent and rates 

2,000 


Excess Diwali and Mahurt 
expenses (Rs. 1.000 — 400 allowed) 

600 


Legal Charges (capital) 

10,000 


Excess Advertising 

8,000 


Stock burnt by fire 

30,000 . 

17,97,600 

Depreciation 

5,65,0c0 

Less Expenditure allowed : — 

Rs. 

19,30,000 

Selling Commission 

75,000 


Salaries undercharged 

2,000 


Insurance expenditure 

50,000 
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Depreciation allowed •— 

Machinery 10% 

Factor? Build mg 3 5% 47,500 

Ho “Story Buddings 21% 4.387.8 5.01,887-8 


X,es8 other deductible items • — 

Overvaluation stock (adjustment) 
Double Taxation relief 
Capital gam on sale of aco mating 
machine 


2,00,000 

10,000 

1,000 


6,28,887.8 

w/Ti.nls 


2,11,000.0 


Total Income of the Company 10,00,712.3 


Note* 1. The Commission to the managing director Is 
allowed only to tho extent of interest at 5% on Rs 20,00,000 (tit. 
Rs IfiOtQOO f Amount paid over and above s> disavowed (Us 1,07,0 DO— 
Re. 100.000)= R* 7,000 

2. Mahurt exponsos are allowable ut total to the extent of 
Rs 400 only Any expenditure over it is d -sallowed. 

3 Only 1/5 of the advertising will bo allowed, as the benefit 
of it ta reaped over five years. 

4 Double Taxation relief is not a trading profit. 

5. The acoounting machine which had cost Ra. 3,000 has been 
sold for Rs 4,000, out of this amount Rs 3,000 which have already 
been written off will be treated as normal profit while Rs. 1,000 will 
be treated ns Capital gain. 

6. The actual amount of selling commission paid has been 
worked out as follows : - 

„ Rs, 

Balance on Commission Reserve at tho beginning of 

the year ... 1,10,000 

Reserve for Selling Commission made during the 

current year ... 2,00,000 


Balance of reserve at tho end of the ourront year ... 2*75*000 

Actual Commission paid ... 75 000 

?. Actual amount of Insurance paid has been ascertained as 
follows : — 

Balance of Insurance Reserve at the beginning 0 f the ^ 8 ‘ 
year 

Reserve made during the current year 


Reserve at the end of the year 

Actual amount of Insurance p a [j 


75,000 

75.000 

1,50,000 

1,00,000 

50.000 
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8. The stock of goods should be valued at cost for income-tax 
purposes whether its market price is higher or lower is immaterial. 

Illustration 101 

Mr. and Mrs. V'ikaji trade in the name of Vera & Go. whose 
profit and loss a/c for the year ended 3lst March, lOTJVis given 
below : — 


Salaries and wages 
Trade Expenses 
Postage and Telegrams 
Rent 

Loss on Sale of Machinery 
Repairs & Replacements 
Loss by Embezzlement 
Bonus to employees 
Commission 
Net Profit : 

Mr. Vikaji 1,50,000 

Mrs. Vikaji 1,50,000 


Rs. 

Rs. 

5,000 

Gross Profit 4,80,000 

10,000 

Interest from Tax 

1,000 

free Govt. Secu- 

10,000 

80,000 

25.000 

9.000 

10.000 

5.000 

rities 20,000 

3,00,000 

5,00,000 

5,00,000 


(a) The loss of Rs. 80,000 on sale of machinery is arrived at 
as follows : — Rs. 

Original cost of Machinery • ... 2,00,000 

Less Sales proceeds thereof ... 1,20,000 

80,000 


On this machinery depreciation allowed for income-tax purposes 
up to the date of sale was Rs 50,000. 

( b ) Mr. and Mrs. Vikaji have made a revocable deed of 
settlement, the income from whioh is to go to their only son Rustomji 
who is doing his separate business • from which he has earned 
Rs. 30,000. The income from dividends under this settlement is 
Rs. 10,000. Rustomji is 29 years of age. 

(c) Mr. and Mrs, Vikaji have made an irrevocable settlement in 
which they are the trustees and also the life tenants enjoying the 
income of the trust in equal shares, which for the year ended 3 1st 
March, 1947, was Rs 20,000 from Dividends. The trustees were 
empowered to make changes in the investments of the trust and on 
account of such changes there was a profit of Rs. 30,000 made during 
the year. 

(d) Mr. Vikaji during the year suffered a loss of Rs. 10,000 in 
cotton business carried on in Indore State. 

(e) Mrs. Vikaji during the year earned a profit of Rs. 5,000 in 
silver business done in Baroda State, which amount was not brought 
into British India. 

Prepare the respective tax liabilities of Mr. Vikaji, Mrs. Vikaji 
and Mr. Rustomji for the assessment year 1947-48. Do not calculate 
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the actual amount of tax payable* and state in the form of footnotes 
any assumptions you may have made m your answer. 

(It. A-. Final 1945) 

Solution. 

COM POTATION OF Firm’s total income 


Net profit as per Profit and Loss AJo 

Add in admissible expenses : — 

Loss on salo of machinery 

Its. 

3,00,000 

80,000 

Less expenses allowed s— 

Obsolescence allowance on machinery 

3,80,000 

30,000 

Less Income not chargeable under this head : — 
Interest on Tax free securities 

, 3,50,000 

20,000 

Income from business 

3,30,000 


— 

N. B. (1) It is assumed that whole expenditure 
replacements is revenue expenditure. 

on repairs and 

(2) The obsolescence allowance on machinery has been calculated 
sounder 

Original cost of machinery 

Less depreciation written off 

2,00,000 

50,000 

Written down value of machinery 

Less Sale proceeds ot Machinery 
(Rs. 2.00,000— Be- 80,000 logs- 1,20,000) 

Obsolescence allowance 

1.50.000 

1.20.000 

30,000 

distribution OF PROFIT BETWEEN MB and UR3 VltjuT 

Mr. V ikaji M,. 

Profit ^ r 1.65,000 1,2® 

Income from Tax free 1 .65,000 

“W0 10,000 

1*75,000 

1,75,000 

******** of viKAJl'a TOTAL INCOME 

1. Interest on Tax free Securities Ra. 

2 . Income from Business 10000 

3 * „Wr e fr r m ° « er Boarce s — 1,65*000 

(1) Income from Revocable settle-. . , 

Rustomji 6 ettlement In favour of 


10,000 
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(2) Income from Trust in favour of both. Mr. & 

Mrs. Vikaji (half) 

(a) Share of profit on Share Transaction 

15,000 (Capital gain) 


(b) Income from Dividends 10,000 25,000 

Total Income 2,10,000 

Less Earned Income allowance 4,000 

Taxable Income 2,06,000 


Mr. Vikaji is to pay income-tax on Rs. 2,06,000 less 15,000 the 
capital gain after allowing a rebate of Income-tax on Rs. 10,000 at 
the average rate for income from tax free securities. 

He will pay super-tax on the full amount of his total Income 
cit. Rs. 2,10,000 minus 15,000 oapital gain. 

Note Mr. Vikaji is not entitled to set off his loss on cotton in 
Indore State against British Indian Income 

STATEMENT OP MRS. vrXAJl’S TOTAL INCOME 
A. Indian Income Rs. 

1. Income from Tax free securities 10.000 

2. Income from Business (Vera & Co ,) 1,65,000 

3. Income from Trust tin favour of both Mr. and 


Mrs. Vikaji) 

(a) Bhare of profit on share transaction 15,000 

(Capital gain) 

( b ) Income from dividends 10,000 25,000 

B. Foreign. Income : — 

Profit from Silver Business in 

Baroda State 5.000 

Less statutory allowance 4,500 500 


Total Income 2,00,500 

Less Earned Income allowance 4^000 


Taxable Income 1,96,500 


She will pay Income-tax on Rs. 1,96,200 minus 15,000 capital 
gain and will get a credit for the amount of income-tax collected at 
source on her dividends and after deducting income tax on tax free 
securities at the average rate of tax ; she will pay Super-Tax on total 
Income vis:. Rs. 2,00 500 minus 15,000 capital gain. 

Note It is assumed that (a) Mr. & Mrs Vikaji are residents 
and ordinary resident, (i>) their business Vera and Company is a 
registered one. (c) The deed of settlement has been made for ade- 
quate consideration or in connection with agreement to live apart, 
(d) capital in the firm for her own share has been contributed by 
Mrs. Vikaji from her own personal property. 

Taking into considerations the above assumptions the income of 
Mrs. Vikaji is separately assessable. 

However, it should be borne in mind that in the absence of 
aforesaid assumptions Mrs. Vikaji’s income will be assessed in the 
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hinds of Mr Vikaji and as such U will be included ‘0 his total laoome 
and in this ca s o the loss suffered by Mr Vtk iji on cotton business in 
Indore State will be set off against Mrs Vikaji’s profit m silver m 
Baroda State 

STATEMENT OF MR RUSTOMjl's TOTAL INCOME 

Its 

1 Income from Business 30,000 

Total Income 30,000 

Less Gamed Income Allowance 4,000 


Taxable Income 26,000 

Mr Rustomji shall pay tax on 1 s C6.000 after getting a credit 
for Income-Tax deducted at source from dividend. 

He will pay super.tax on Rs 30,000 

Note —It is assumed that the settlement is mode only in respect 
of income and not in respect of asset as it ta revocable 

Uluitration 102 


The following la the Profit and Loss Account of the Bengal 
Partnership Co , for the year ending 31 March, 1948 


To Purchases 

To Stock at 1.4 47 

80,000 

20,000 

By 

sales 

1,50,000 

Less stock at 3U 47 

1.00,000 

15,000 




To Staff salaries 

To Rent 

„ Postage, Telegram, 
Lighting etc. 

H Subscriptions — 
Business 

Charitable 

CO 

80 

85.000 

12.000 
0,000 

1,200 

140 



,, General Expense* 


500 



, Ret profit carried down 

1 04 840 
45,160 





1,50,000 


1,50,000 

Ta Interest on Partner'd 
Current Account — • 
Banerjea SCO 

Mukerjee 440 


liy RV, 

■pnftl ojcl 

43,160 

1,000 

Less Chatterjee 320 


680 
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To Balance transferred to 
Partner’s Current Account : — 

Banerjee 0.8.0 share 22,240 
Mukerjee 0.5-0 share 13,900 
Chatterjee 0-3.0 share 8,340 

44,480 

45,160 45,160 

Banerjee retired from Partnership as from 31st March, 1948 and 
Dutt was admitted as a partner (having previously been a salaried 
assistant j and the shares were Mukerj'ee 0.7.0, Chatterj'ee 0-6.0 
Dutt 0.3.0 from 1st of April, 1948. The firm was a registered firm 
under Section 26 (a) of the Indian Income-Tax Act, 1922. 

You are required to compute the total amount of Income for 
1948.49 for the firm, Banerj'ee. Mukerjee, Chatterjee and Dutt and 
show the amount on which tax is payable or refundable 

Do not work out the amount of tax payable or refundable. 

The partner’s other Incomes for the year ended 31st March, 1948, 
were : — 

Banerjoo D.vidend on Shares (Gross) Rs. 5,000 

Mukerjee Bank Current account interest 500 

Chatterjeo Nil 

Dutt Salary in Bengal Partnership Co., as 

. Assistant (Gross) Rs. 3,600 

(R. A. 1937 Adapted) 

Solut.on 

Computation- of Total Income of The Bengal Partnership 
Company For Assessment year 1948.49. 

Net Profit as per Profit & Loss Account 44,480 

Add inadmissible items : — 

Interest on partner’s current Accounts 680 
Charitable subscriptions 80 

— - — 760 

Income of the Firm 45,240 

distribution of firm’^ income 

Banerjee Mukerjee Chatterjee Total 

Interest 560 440 —320 . 680 

Balance 22,280 , 13,925 _ 8,355 44,560 

Rs. 22,840 14,365 8,035 45,240 


ASSESSMENT OF PARTNERS 


Banerjee 

Mukerjee 

Chatterjee 

Income from registered firm 
Interest on Bank Current a/c 
Dividend on share (Gross)- 

22,8 10 

5,000 

14,365 

500 

8,035 

Total Income 

27,840 

14,865 

8,035 

Earned Income allowance 

4,000 

2 873 - 

1,607 

Taxable Income 

23,840 

11,993 

6,428 
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Dutt will have no share in the profits because It relatos 
period prior to his admission m the firm. He will pay tax on • 
minus Rs 720 for Earned Income allowance t e on Its, abw 


lUuitrtUen 103 

The following is the Profit & Loss Accent of Allies and Ltd* 
for the year ending 3lst March* 1940 — 

J, Gross Profit 2,30,000 
„ premium on 
issue of shares 20.000 


To Salaries and wages 

25,000 1 

„ Printing, 6tampa and stationery 

4,000 

„ Rent 

12,000 

,i Office expenses 

2,700 

„ Motor Lorry expenses 

14,000 

„ Reserve for doubtful debts 

6,000 

i Director's fees 

9,000 

„ Audit fees 

2,500 

,, Legal Charges 

2,900 

» Fines and Penalties 

1,000 

it Brokerage on loaus obtained 

4,000 

pi Inccne Tax 


» Underwriting Commission on 


shares 

3,000 

ii Cost of issue of debentures 

1,500 

„ Interest on debentures 

12,000 

,, Donat on to war fund 

7,000 

ii Workmen Compensation and 


Accident Insurance 

900 

ii Loss by Embezzlement 

8,000 

i, Compensation to Managing 


Agents for termination of 


their services 

50,000 

,, Prov dent Fund contribution 

2,500 


it Managing Agents' commission 

for 9 months 12,000 

>i Net Profit subject to Depreciation 

and Income-Tax 57,000 


2,50,000 2,50.000 


Find out the taxable income of the oompanjf and the tax payable 
after talcing into consideration the following further facts 

(a) The Provident fund is recognized by 1 the Commissioner of 

Income-Tax 


(bl Legal Charges were incurred to defend Proceedings for Din 
levy of penalties 


(c) Depreciation on furniture, fixtures etc. allowahln 
prescribed rate (on written value) amounts to Rs 15,000 1 * tho 


A, 1942 Adapted) 
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Solution 

STATEMENT OP COMPANY’S TOTAL INCOME 


Net Profit as per Profit and Loss Account 
Add Inadmissible Expenses : — 

Reserve for Bad debts 6)000 

Brokerage on loans obtained (capital) 4 000 

Income-Tax 13,000 

Underwriting Commission on shares 3,000 

Cost of issue of debentures 1,500 

Donation to war fund 7 000 


Rs. 

57,000 


34,500 


Less Depreciation allowable 15,000 

„ Premium on issue of shares 20,000 


91,500 

35,000 


Total Income 


56,500 


Income-Tax on Rs. 56,500 at 5 as. 
Supertax on Rs . 56,500 at 4 as. 


Rs. 17,656.4.0 
Rs. 14,125.0.0 


Total- Tax payable 31,781 4-0 


Note : — It is assumed that (a) loss by embezzlement.has been 
incurred through an employee of the business. 

( b ) The levy of penalty is in connection with the purchase or 
sale of goods and not on capital account. 

(c) Compensation to managing agents for termination of their 
services : — It is an admissible expense, it is paid for cancelling a 
contract. 

(d) The Company shall gat rebate for super-tax at the rate of 
two annas on its total income if the company has made adequate 
arrangement for the declaration and payment of dividends in pro- 
vinces in India and for the deduction of super tax from dividends. 

Illustration 104 

The business profits of the Registered firm of Akbar and Birbal 
of the year ending 3lst December, 1944 (only adjusted for Income 
Tax) amounted to Rs. 58,770 subject to the following further 
adjustments : 

There are two partners : Akbar whose capital is Rs. 25,000 is 
entitled to a management salary of Rs. 7,500 per annum, and Birbal 
whose capital is Rs. 10,000 is entitled to a similar salary of Rs. 3,000 
per annum. After deducting interest on capital at 6% p, a. and the 
above mentioned management salaries, the partners share profits and 
losses in proportion to 2 : 1. Akbar had also property income (only 
adjusted for Income Tax) of Rs. 3,400 for that year. Birbal received 
in that year loan interest income of Rs, 600 and interest on Govern- 
ment paper (Gross Rs. 1,000). 

Prepare a statement showing the income of the partners for the 
purpose of 1945-46 assessment. 

(R. A. 1945) 
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STATEMENT OF FIBU’S ToTaL INCOME 

Profit as per Profit & Loss Account 
Add inadmissible items — 

Its 

Partner a Salaries Wbar 7,500 

13 rbal 3,000 

Interest on Capital Akbar 1,500 

Bubal COO 


Total Income 

DISTRIBUTION OF PROFIT BETWEEN PARTNiBS 
Akbar 

Salary 7,500 

Interest 1,500 

Balance 30,180 


Its 48,180 

AKBAR 3 ASSESSMENT FOB 1945.46 

1 Property Incoma (taxable) 

2 Income from Business (registered firm) 


It*. 
587 70 


12,600 
7L370 

Bubal 
3,000 
600 
19,590 

Ra 23,190 


Less Lamed Income relief 

Taxable Income 


48,180 


51,580 

2,000 


49,580 


Akbar will pay tax on Its 49,580 at the rates applicable in the 
assessment year 19 io 46 He will pay super tax on Us 51,580 
BIRBAL’3 ASSESSMENT FOB TUB TEAR 1945.4 


1 Interest on securities 

2 Income from business (registered firm) 

3 Loan Interest 


Leas Earned Income allowance 


Rb. 

1,000 

23,190 

600 

24,790 

2,000 


Taxable Income 


Bubal shall pay Tax on Us 22,790 
He will not pay super Tax as his income vfr R s 2-1 70(1 u„i 
th. mittlmora limil K» i5,OOo ' S4 ' 7S ° " b8, « w 

H B. Earned Income allowed In the assessment ,, 

limited to 1/10 of total Inoome or Its 2,000 whicheve wns 

Illustration 105 V r 18 les9 


John Jones received the following 
ending 31st March, 1949 — ,Dg 

Salary (Gross Rs 24,000) 


income during the 


20,500 
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Interest on securities (Gross Rs. 3,000) 2,062.8 

Interest on Current Account with. Bankers ’ ±2~Q 

Dividends from shares of companies 

(Gross Rs. 5,000) 3,437.8 

Ground rent of a plot at Delhi 2,800 

Property Income (Taxable Rs. 3,482) 3*060 


He is also a partner in an unregistered firm of Jones and 
Hameed which was collectively taxed and his share of income (as 
adjusted for income-tax) amounted to Rs 8,300 for that year. The 
firm has been assessed to Income Tax but not to supertax*. He 
also pays an annual life insurance premium of Rs. 7,205. 

Prepare a statement showing his income for the assessment " 
year 1949.50. 

STATEMENT op total income FOR 1949.50 

Rs. 

24,000 • 

3.000 * 
3,482 . 
8,300 

12 v 

5.000 , 
2,800 

46,594 


Rs. 6,000 
Rs. 8,300 

14,300 

The Income-Tax will be the amount ohargeable on Total Income 
less the amount of Income-Tax relief on Rs. 14,300 at the average rate 
of Income-Tax and the amount of income-tax deducted at source 
from the salary, interest on securities and dividends. 

The Super-Tax payable will be the amount ohargeable on the 
total income i. e. 46594 as the unregistered firm has not been assessed 
to super-tax. 

Illustration 106 

From the following informations you are asked by AB to 
compute his income for tax purposes for the year 1948-49 and 
state the amount of Income-Tax and Super.Tax payable or refundable 
in India. 

Income received during the year ended 3 1st March, 1948 : — 

Tax Tax free 
Gross deducted Rs. 

Rs. Rs. 

Investment Income in India 

Rs. 25,000 5% Government Loan 
1945 55 

Rs. 1,00,000 31% G.P notes 3,500 1,093.12 


1. Income from salary 

2. Interest on securities (taxed) 

3. Property income (taxable) 

4. Income from Business (unregistered firm) 

5. Income from other sources : — 

Interest on current account 
Dividends from share of companies 
Ground rent of a plot at Delhi 

Total Income 

Exempted Income 

Life Insurance Premium 

Profit from unregistered firm already taxed 


1,250 



2$6 
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24,000 

8,000 

600 


100 

6,000 


Assam & Travancoro Tea Co. 

Dividend J.°°° 

Cosaipote, JuJa Uilb Ltd. 2,000 

Other Income In India 
Director's Salary- 
Rents from property 
Bank Interest on current a/o 
Charges on Indian Income 
Insurance of property 
Mortgage Interest 
Municipal Taxes (owner’s half 
share) 500 

House Agent’s Commission 500 

Income abroid 

£ 40,000, 21% Consol stock £ 1,000 

The income on this stock has been reinvested m London, Ltf o 
Insurance premium pud is Rs 2,500. 

You are informed that the rental of Uio property is Rs, 1,000 
p m. plus occupiers 1/2 share of municipal Taxes. 

(B) State any difference in method of computing his income 
if AB wore resident abroad. 

Do not i»ake a second computation. 

iR A. 1936 Adapted} 
assessment of a. b. for 1948-49 

Tax deducted 
at source. 

R*. Its- a. p. 


3,500 


£225 


A. Indian Income 
1. Income from securities : — 

la) Rs. 25,000 5% Government 

Loan 1945.55 tax free) 

lb) Ra. 1,00,000, 31% G. P. Notes 

(Gross) 

1 , Intjouj® tram Property — 

Annual rental value Rs. 12,500 
ljoss allowable expenses 
Ks. 


1,250 

3,500 


1/6 for repair 2.Q83 
Mortgage Interest 6,000 
Insurance 100 

House Agent's 

Commission 560 


8,743 


3. Income from other sources 

Assam Travan core Tea Co , Ltd 
dividend (Gross) ' 

Cossipor© Jute Mill Ltd., dividend 
Director a Salary 
Bank Interest on current account 


714 
„ 909 
3,500 


41,630-6-Q 
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B. Foreign Income • — 

Interest on 2V% Consol stock 13,333.5-0 
Less statutory allowance 4,500-0-0 

8,833-5.0 


Total Income 50,463.11.0 
Less Earned Income allowance • _ 

(1/5 of Us. 24,000 to the extent 
of Rs. 4,000) 4,000-0-0 


Taxable Income 

Exempted Income J— 

Life Insurance Premium 
Tax free securities 


2,500 

1,250 


3,750 

Income-tax on Rs. 46,463.11.0 
average rate applicable 48 64 pies 

Super.Tax : — 

On Rs. 24,000 (Earned Income) 1,824-13.0 
On Rs. 26,464 (unearned Income) 3,018. 4.0 


Total 

XjGss TftX * 

On Tax free Securities Rs 1,250 & 
Rs. 2,500 Life Insurance premium. 
Deducted at source on dividend, 
Securities & Salary 


950-0-0 
6,217.0.0 
Tax actually payable 


46,463,11-0 6,217 2 0 


Rs. 11,770-0-0 

4,843-1—0 

16,613—1—0 

7167—2—0 
9445—15 — 0 


1. It is assumed that House Agents' Commission is paid for the 
collection of rent which is less than 6% of the annual value and (b) 
Life Insurance premium does not exceed 10% of the sum assured. 


2. The Income of Assam Travancore Tea Company Ltd. is 
taxable to the extent of 40% being a tea Co. The dividend received 
from it will be grossed as follows : — 


5000 


5000 


!_M x 40 " / X _I\ 

x 192 A 100 \ 8/ 

5000X8 


or R s . 5,714 — 5—0 


3. For rates of super.tax vide Finance Act 1948 given in the 
appendix. 

(b) If A and B were resident abroad then they will not have to 
pay tax on foreign Income viz. 2£% interest on Consol stock. In 
that case their total income would be Rs. 41,630.6.0 and Total 
world Income Rs. 54,963.11.0 ( Indian Income Rs .41,630.6.0 plus 
foreign Income Rs. 13,333.5.0) 

He will get earned income allowance of Rs. 4,000 and his taxable 
income would be Rs. 37,630.6.0 on which he will pay tax after 
deducting therefrom the tax on exempted Income Rs, 3,750 at the 
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average rate of income tax and will get credit for income-tax deduct- 
ed a t source m respect of div idends* interest on securities an 
director’s salaries. 

He will pay super tax on full total Income Rs. 41,630-6-0. 

Thus lie is chargeable on all income accruing, arising or 
received m British India but he is not liable to pay tax oa rS 0 ? 113 ? 
arising outside British India whether or not he remits it to British 
India But if he remits to his wife resident in British India, she will 
be taxed on the amount so received by her. 

Illustration 107 

The following is the Profit and Loss Account of Mr. Jamshedjl 
for the year ended 31st March, 1949 

Rs. Rs* . 

Salaries 40,000 Gross Profit 5,00,000 

Profit on sale of Machinery 50,000 

Allowance to widows 
of deceased employees 3,000 

Postage and Telegram 1,000 

Secret Commission 10,000 

Donation to Red cross 

fund 10,000 

Rent 6,000 

Staff Provident Fund 

contribution 5,000 

Loss oa sale of Invest- 
ments LOO, 000 

Interest on capital 5,000 

Net Profit 3,70,000 


5,50,000 5,50 000 

_ _ W The original cost of Machinery sold during the year Was 
Bs 1,00,000 and depreciation allowed for income tax purposes to 
date was Ks JOiOQO 

. Mr Jamshedjl have a partnership business in 

whl< ? n t ^ aBsesMble P ro *R for 1*4*J0 assessment i s determined at 
Rs. 60,000 as a registered firm. The whole capital of the kis 
been contributed by Mr Jamshedjl The two partners dun 
profits equally. 

(c) Mr Jamshedjl has made a revocable deed of settlement the 
income from which for the 1949.50 assessment works out at 
Bs. 10,000 from dividends Under the settlement the whole 
Income is to go to Mrs Jamshedjl for her life 

(d) Mr. Jamshedjl has made another revocable deed of settln 

ment whose income fur the 1949.S0 assessment workJ / 

Bs 15,000 from Dividends Under this settlement the ^ &t 
is to be enjoyed by the throe children of the settlor til r , in 001,10 
minors ^ an oj whom are 

Prepare the respective tax liabilities \r r 

isssssr 1 ,b * "» »“*» “■», 


(R. A. Final 1944) 
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Solution 


COMPUTATION OF JAMSHED Jl’S TAXABLE INCOME FROM BUSINESS 


Net Profit as per Profit and Loss Account 


Less Inadmissible expenses : — Rs. 

Secret ( ommission 10,000 

Loss on sale of Investments (capital) 1,00,000 
Red Cross Fund 10,000 

Interest on Capital 5,000 


Rs. 

3,70,000 


1,25,000 


Less capital gain on Sale of Machinery 


4,95,000 

20,000 


4,75,000 


Note ‘ — 1. Loss on Sale of Investments being capital gain is 
an inadmissible expense. It shall be, however, set off against the 
capital gains on the Sale of Machinery. 

2. Rs. 30,000 out of the profit on Sale of Machinery will be 
taxed as normal profit as already the depreciation to the extent of 
Rs. 30,000 has been allowed on this asset and the remaining profit 
of Rs. 20,000 will be treated as capital profit. 

MR. JAMSHEDJI’S ASSESSMENT FOR 1949.50 


1. Income from Business (own) 

Rs. 

4,75,000 

Income from the registered firm (including 
half share of the wife) 

60,000 

2. Income from two settlements 

25,000 

Total Inaome 

5,60,000 

Less Earned Income allowance 

4,000 

Taxable profit 

5,56,000 


No'e : — (1) It is assumed that in either settlement it is income 
and not the property that is settled. 

(2) A s in the registered firm, the capital is contributed by Mr. 
Jamshedji both for his as well as his wife’s share, the income of the 
firm Rs. 60,000 should be and is inoluded in Mr. Jamshedji’s total 
income and will be taxed in his hands. 

It should be remembered here in connection with the second 
settlement that income from it would be taxed in the hands of the 
assessee even if the property were transferred because the three 
sons are minors, 
llust ration 108 

Ingolia Inc. is a company incorporated in the U. S. A. having 
its head office and most of the control and management in New York. 
It has been declared by the Central Board of Revenue to be a 
company. It carries on the business of commission agents for the 
sale of certain machine parts of a manufacturer in the U. S. A. It 
has a branch in British India for which separate Balance Sheet and 
profit and Loss Account are prepared, which are as follows : — 
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BALANCE SHEET 313T DECEMBER. 1346 
31.12.45 


31-12.45 

Hr. Rs - 

20.000 Sundry creditors i5,000 

Other Finance 4,000 

4 00J Depreciation Reserve 6,000 
* Due to H O. out of 
last balance 6,000 

79.000 


8.0CO Furniture 

10.000 Motor Car at oost 
Sundry debtors 

(less Reserve 

25.000 11s. 3,000) 


1916 Profit 80,000 86,000 60,000 Cash 
1.03,000 1,11,000 1,03,000 

PROFIT AND L033 ACCOUNT FOR THE YEAR 1946 


Rs. 

10,000 

6,000 


20,000 

75,000 


1,11,000 


Salaries & wages 
Compensation 
Law chargos 
Depreciation Reserve 
Rent Rates Taxes 
Reserve for Taxes 
General charges 
Profit carried to B/a 


36.000 Commission 

50.000 Over due Interest 

10.000 from Debtors 6,000 

2.000 less Res. for B/d 3,000 

9.000 

35.000 Profit on sale 

53.000 of Machinery 

80.000 Refund of E. P. T. 

2/75/100 


Rs. 

2,00,000 


57.000 

15.000 


Compute the total income of the company for the assessment 
year 1947.48, after taking the following matters into consideration : — 
1. Furniture The written down value on the basis of which 

depreciation was allowed for 1946.47 assessment was Its 6000. The 

rate of depreciation allowable is 6 %. 

Cari— The car was purchased on LI 1945 for 
Rs. 10,000 and sold on 1.LI946 for Rs. 11,000. The rate of denr« 
elation allowed in 1946.47 assessment was 2Q% depre ' 

_3. Other F.nutc. -Th.s i»Uo, Ri 2,000 be™ „ n„rt of U.o 
miimwmn earned during the year 1915 reserved for 
fare purposes ^ ees wql. 

4 Manager’s Commission Out of ft* 70 nne , . .. 

Head Office on 31.12- 1945, Rs. 9,000 was paid aT mll'° 00 • d,l ° to the 
Sion for 1945 and Rs. 64,000 was renutted to lK nm 
commission becomes due only a f t 6r lts saticll0 _ k 0ffice ' Tho 
general meeting irh.oh u held uLm, 

the year for which it is paid 7 Slx months the close of 

5 Profit on sale of machinery 

market .price of the machme paru bv * nse m tUe 

sas - - 4 “ 

6. Salaries and wages includes dearne*, MW 

7. Compensatiou Rs. 50,000:—' Th,= J 41106 of 3/100. 

an award by court of infringing the secrecv 0x6 Principal o* 

Cy agreement in respect of 
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certain machine parts, the formulae for which were disclosed by the 
assessee to a third party who was carrying on certain experiments for 
the manufacture of similar parts at the instance of the assessee. 

8. The law charges were all incurred in defending the above 

suit. 

9. Rent, Rates and Taxes include ‘Salami’ of Rs. 5,000 for a 20 
years’ lease of the premises used for the business. 

10. General charges include Rs. 7,500 paid to a company for 
carrying on an experiment for manufacturing the certain machine 
parts for the assessee. 

11. The profits earned by the assessee outside British India 
computed according to the provisions of the Income Tax Act are 
Rs. 1.00,000. 

(Income-Tax Departmental 1945 adapted.) 

Solution 

Computation of company's Income from Business 

Ra. 

Net Profit as per Profit & Loss Account 80,000 


Less Inadmissible Expenses : — 


Compensation (Capital) 
Depreciation Reserve 
Reserve for Taxes 

Reserve for Bad debts 

Law charges 

Salami for a lease 

Research expenditure 


50.000 • 
2,000 - 

35.000 • 

3.000 * 

10.000 

5.000 

7,500 

1,12,500 

Less Admissible expenses 



1,92,500 

Depreciation : — 

Furniture normal 

Motar Car normal 

Motar Car initial 

Rs. 

458 

1,200 

1,200 



Manager’s commission 

2,858 

9,000 


11,858 




Add income not included 



1,80,642 

Commission; earned but 
not taken into p. & L. a/o 
Normal profit on sale of 
Motor Car 

2,000 

2,000 


‘ 4,000 


3 * 


1,84,642 


Income from Business 
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statement oe company’s total INCOME 


A. Indian Income — 

Inoome from Bnsinewi *' • 

li. Fu,., K » I»oo,„. - , mm 

Less statutory allow *iu» 4>5Q0 J5>u 

Total Income of the company 2>80il4« 

Note s— 1. Law charges relate to defend a suit concerning 
the expenditure which is capital and inadmissible and so it will also 
not be allowed 

2. Salami for a lease U not a revenue expenditure. It is a capital 
oxpendituro and hence inadmissible. 

3. The Depreciation on furniture bas been calculated as 

Written down value in 194G 

Depreciation at 6% in ,» 


Additions during the year ■ J * uuu 

(IK 10,000— Rs. 8000 (in 194G.47) A _ ib 

Written down value for 1947-48 7,640 

Depreciation on Rs. 7,G 10® Rs. 458 — ' 

4 As the motor oar has been purohasod after ht April 1945. 
an additional depreciation at 2 called as Initial Depreciation (which 
shall, however, not be taken into consideration for calonlatln r the 
written down value of motor car) will be allowod 

5. Manager’s salary i» an outstanding exponso. As it is paid 
6 monttia after the closo of the accounting year when it is sanctioned 
in the annual general meeting It has neither been brought into account 
nor charged to P. & L. a/c. 

G The car sold was purchased on 1.1-45 for Rb. 10,000 and 
sold on 1-1-46. For the year 1945 U was subject to a depredation 
allowance of 20% which comes to Rs. 2,000. Hence when the oar 
was disposed off the written down value was Us 8,000. By sale there 
was a clear profit of Rs. 3,000 out of which Rs. 2,000 will de taxed as 
normal profit for depreciation allowance to tlua extent has already 
been givoti.^he remaining profit of Rs. 1,000 will be a capital pnflt 
and being less than IK 15,000 It will neither be taxed nor included in 
the total income of the company 

7. The company is an ordinary resident as its total Indian 
Income Ut Rs^ l 84.642 is greater than the Incom i arising abroad 

8 E.P.T. refund will be taxed as when it was made o was dedun 
ted from total mount and so much of deducted income was not taxed 
Illustration 109 

W. and P. 
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Bs. 1,20,000, Ks. 70,000 and Rs. 20,000 respectively upon which in. 
terest is to be credited to them at 5 % p. a. They have also respec, 
tively received management salaries at Rs. 9,000, Rs. 6,000 and 
Rs. 3,000 per year. They carry o.i business in a property at Ballard 
Estate belonging to the firm. 

Profit and Loss Aocount for the year ending 3lst March, 1948. 

To Trade Expenses 20,000 By Gross profit as per 

„ Salaries 70,000 Trading account 4,10,500 

., Postage and Telegrams 1,000 
., Secret Commission 30,000 

„ Loss on sale of 

Motor Car 1,000 

,, Alteration ond Repairs 
to Buildings used ior 
business 16,000 

,, Reserve for doubtful 

debts 11,000 

„ Municipal Tax of Building 
used for office use 2,000 

Donation to war fund 1,000 
„ Staff Provident Fund 
■ contribution 4,000 

„ Interest on capital 
Mr. S ■ 6,000 

Mr. M 3,5t’0 

Mr. P 1,000 10,500 

,. Partnors Salaries : — 

Mr. S 9,000 

Mr. M 6,000 

Mr. P 3,000 18,000 

To Net profit for the 

year 2,26,000 


Rs. 4,10,500 Rs. 4,10,500 

The Partnership is registered for 1948-49 assessment. The 
partners have over and above their business income, the income from 
the following sources t — 

Dividends Mr. S Rs. 8,000 (Net) 

Interest on Tax free Govt, securities Rs. 4,000 

Mr. M 

Rs. 25,000 being hah share in the unregistered firm of Messrs. 
Gay & Co. 

He pays premia for life assurance Rs. 4,000 ou his own life and 
Rs. 3,000 ou the life of his wife. 

Mr. P 

Be lives in a bungalow at Nepean Sea Road which belongs to 
him and the gross annual rateable value of which is Rs. 5,170 on which 
he pays Rs. 1.200 as Municipal Taxes, Rs. 310 for ground rent, and 
Rs. 100 for insurance. . 

Suffered loss in speculation Rs. 9,000 

Prepare respective liabilities for assessment year 1948,49 of each 
of the above three partners of Income Tax and Sup or. Tax. 
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Note .—You .vro not required to calculate the amount of 1 1 
come. tax and Super.Tax payable by tho partner? 

(H. A. Exam 1941 adapted) 


Solution 

Computation of Firm's Total Income 
Net Profit as per Profit and Loss a/c 
Add Inadmissible expenditure 


Rs. 

Secret Commission <>0 000 

Alteration to Budding 8,000 

Ro&ervo for doubtful debts 11,000 

Donation to war fund 1,000 

late res* on Capital 10,000 

Parlui r's Bahries 18,000 


lit 

2,26,000 


78,500 


fot»l luuuine 3,04,500 


Note *— It is assumed that (a) one half of tho expenditure o» 
alterations and repairs to buildings Is capital expenditure and (b) tho 
Staff Provident Fund is a recognized one (o) lo<s ua «alo of motor c* r 
is obsolescence loss and is allowed assuming the car is used exolu. 
sively for business. 


DISTRIBUTION OK PROFITS BETWEEN partners 



8 

M 

P 

Interest on Capital 

6,000 

J.500 

1000 

Salary 

9,000 

C.OOO 

J.000 

Balance 

9f,000 

92,000 

92,000 


Rs 1,07,000 

1,01,500 

96,000 


STATEMENT OP s's TOTAL INCOME FOR 1948.49 


1 Tax Free Interest fr. m Securities 

2 Income from Business (M/S S M & P) 

3 Dividend (gross) 


Rs. 

4,000 

I, 07,000 

II, 636.6 


. _ Total Income 

Less Lamed Income allowance 


4»000 
1>18,G36 6 


Excapttd Insemt 

Tax free Interest from Securities Rs 4 000 

rebate of income twoSj^jJl} at veVS^ 3 ® ftfter lowing 

6 upe,.T« „ W. of *" 
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STATEMENT OF M’s INCOME FOR ,948.49 

Rs. 

1. Business profits from a registered firm (M/s S M P) 1)01)500 
2- Business profits from au unregistered lM/s Gray & Co) 25,000 

Total Income 1,26,500 

Earned Income allowance 4,000 

Taxable income 1)22)500 

Exempted Income Rs. 

1. Life Insurance Premium 6,000 

2. Profits from an unregisteted 

firm (taxed) 25,000 

31,000 


He is liable to pay income-tax on Rs. 1,22,500 after allowing 
rebate of income-tax on Rs. 31,000 at the average rate. 

He Will pay super. tax on Rs 1,01,500 because his share ol 
profits in the unre gistered firm has already borne super-tax. 

STATEMENT OK P'S INCOME FOR 1913.10 


1. Income from Property : — 


Rs. 

Annual value 


5,170 

Less 1/6 for repairs 

862 


Ground rent 

310 


Insurance 

100 

1,372 


2. Business Profits [M/s S M P,] 96,000 


Total Income 99,898 

Less Earned Income allowance 4,000 


Total Income 95,898 


He will pay Income Tax on Rs. 95,898 and super.tax on 
Rs. 99,898. 

Note : — Speculation loss being casual loss, cannot be set off 
against other income. 

Illustration 110 

The firm of X & Co-, consists of two partners A ami B. The 
partners share profits and losses in equal proportions. The firm 
of X and Co., is registered at Income Tax Office for the assessment 
year 1948-49. 

The assessable income of the firm of X & Co., for the year 
1948-49 based on the firm’s accounts for the year ended 31st March. 
1948, is fixed at Rs. 2,20,000. 
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The partners have earned prohts and buffered lo;->03 during lira 
year ended 1st March 1948, as under : 

Mr. A. 

A. has suffered his half sh-reof loss of Us 6,000 in an tlnrtfg lS * 
tered firm of Z & Co. 

Dividend Income Its. 10,000 (dross). 

Interest on Tax freo Govt, securities Its. I >,000 

A occupies a property which belongs to him and net rateable 
value o! which ia Us 8,000 

A Was a partner m the business of M Co. and the profits 
earn ed by the firm of M & Co for the year ended 3 1st March, 1943, 
were Its 81,000 A received m tash his & share of profits of Us. 4 ,000 
from M & Co. On 17th June, 1948, the firm or M & Co. was converted 
into a private limited Company called Mathew Ltd. on 15th Septem- 
ber, 19tS the income of the hrm had been assessed after 15th Sep- 
tember, 1918. 

Mr.B 


H his suffered loss of Ks. 3,000 in ootton business. Big a sharer 
of \ profits in the regi B tered firm of H & Co. The assessable in. 
come of II and Co for the assessment year 1948.4J based on the 
accounts for the year ended 31st March, 1918, is fixed at Rs. 24,000. 
Mr. B joined tho farm after 3lst October, 1917 

Show tho assessable mcome of A. and B for tbo assessment year 
1918.49 and the various items included in the total mcome that will 
he subjected to both income-tax and buper-tax in the hands of A 
and B tesi ectively. A and B had boon assessed for 1947-18 after 
15tU March, 1948 


Do not calculato the amount of Income-tax and Buper.Tax. 

IU A. Exam 1939 Adapted) 
A’a STATEMENT OF TOTAL INCOME 


L Interest on Tar free Secur.ties 

2. Income from Property • — 

Annual value Rs. 8,000 

Less J for repairs Rs. 1,333 


3. Income from Business — 

ShiT. °I pmU. mstli IR c 8 , stored dtrn) 

Sltare ot proSh ia M & Q). (nBuuiCTrf Urn) 

4. Income from other sources 

Dividend (Gro-s) 


Us. 

15.000 

6,667 

1,10,000 

42.000 

10.000 


Loss Es,„rf Ioooto U Jh!J,““* •‘’JjJJJ 

Exempted Income — -Taxable Income 1,79,667 

Interest on tax Tree securitie* Rs 15 000 
Mr. A will pay income tax on R« t 79 w.s , 

9 l " 3 4 * * * * 9 .**7 subject to * relief on 
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exempted income of Rs. 15,000 from tax free interest. He will of 
coarse get a credit of income-tax deducted at source from dividends. 
He will pay super.tax on Rs. 1, 83,067. 

Note The firm of M & Company would he taxed as a regis- 
tered firm, because by doing so more tax would be recovered. 

2. It is presumed that the firm M & Co., have never been 
taxed under the Income Tax Act, 1918, The profit or loss incurred 
after 31st of Afarch, 1948, from the business of M & Co., will be taken 
into account in the assessment year 1949-50 

3 Mr A is not entitled to set off his share of loss of Rs. (5,000 in 
an unregistered firm of Z & Co. 


b’s statement of total income 

Rs. 

Income from Business : — 

Share of profit in X and Co. (registered firm) 1,10,000 

Share of profit in H & Co. (registered firm) 5,000 

Loss in Cotton business — 5,000 


Total Income 1,10,000 

Less Earned income allowance 4,000 


Taxable income 1,06,008 


Mr B is liable to pay income-tax on Rs. 1,06,000 and super.tax on 

Rs 1,10,000:— 

Nate* Mr B is not entitled to f ull half slr.re out of Its. 24,000 
as he joined the firm on 3lst October, 1947 and will therefore get only 
Rs. 5,000 (24000 of 5/12 of l) as his share of profit for five months. 

Illustration 111 


The Profit and Lass 

Account of Vikaji for the year 

ended 31st 

March, 1949, was as under 

: — 




Rs 


Rs. 

Salaries 

1,57,500 

Gross Profit 

3,57,000 

General charges 

4,500 

Bank Deposits Interest 1,530 

Ground Rent 

SOO 

Dividends (Net) 

3,960 

Rates 

5,0 0u 


Municipal tax on 




business Premises 

2,500 



Repairs to Premises 

3,75o 



Carriage 

7,010 



Advertising 

4,300 



Discounts and Bad Debts 

4,630 



Bad Debts Reserve 

1,350 



Subscriptions 

120 



Patent Royalties 

500 



Interest on Mortgage 

1,200 



Interest on Capital 

9,000 



Net Profit 

1,58,530 ' 




3>2,490 


, 3,62,490 
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After taking the following information into account you aro 
rcauired to prepare computation of Vihajis a Eossinent for the 
assessment year 1949.50, you are not required to calculate tlie amount 
of income tax and super.tix 

1 Sol tries include Rs 16,000 on account of ViUjt’s s»Ury. 

2 General charges include. — . 

(o) Its 260 Ugal Expenses ro pUrohase of Business Premises ; 
(h) Its 460 It gal Expenses ro debt collecting and 

(c) Its. 210 legal Expenses ro employments with travellers 

3 The business premises are owned by V tkaju 

4 Repairs to premises include Rs. 1,750 in respect o 
improvements 

•>. Advertising comprises Jl«. 3,000 cost of permanent signs and 
Rs 1,300 insertions In trade papers 

6 Subscription consists of Rs 30 to a local hospital, Rs 40 
charity and Rs 30 to a tr ulo association 

7 Vikaji created an irrevocable trust on 1st April, 1948 where- 
by he settled shares of the value of Rs 5,00,000 and a house property 
of ibe value of Its 3,00,000 the income of which is to go his wife 
for her life aud after her death to V ikaP if he survived her The trust 
income was dividends gr ss Rs 20.000 and property income Ha 10,000 
At the dale of Assessment for 1940-5) both the husband and wife aro 
alive 

8 Vikaji's other Inoorae was as follows — 

4a) Loss m silver speculation In Uoinhay 10 000 

lb) Business income on ltaroda State not 

brought into British India 30 000 

(c) Dividend from Companies registered ‘ 

in Hyderabad State an l deposited 

there in a bank 20.000 

(d) I.os« m Cotton “peculation In Indore 15,000 

lie pawl Ufa insurance premium amounting t» Its. 8,000 

(It A Pinal 1946) 

Computation of V iWaji’s Income from Business ita 

Net piofit a» per Pto(^&l,oss 1,53,530 

Add Inadmissible b ipen'es 
Bad debts Reserve 
Into rest on capital 
Proj r in tor's b alary 
Lbg<J charges r« purchase of 
business premises (capital) 
latyttwcaMa.Vi to ty.v.ti.T.gR (oaniWY) 

Advertising (ix*.t of signs) 

Sutler i plums 


1,350 
9 000 
16 000 

2 GO 
LI 50 
3,000 


Lass Income not chargeable under this hesd 
Dividends 


-itfL 

1/9,980 

3,960 


I,,™,,. , tom BlMnra3 
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VIKAJI’S ASSESSMENT FOR 1949.50 


A. British Tndian Income : — 

1. Income from Business 

2’ Income from other sources 

(a) Dividend (Gross) 

(b) Wife’s Income : — 

(1) from Property (taxable) 

(2) from Dividends 

(c) Loss in silver speculation 

10,000 

20,000 

Rs. 

1,86,020 

5,760 

30.000 

10.000 

B. Foreign Income •* — 

TTnremitted State Income 

Less Loss in Indian State 

50)0^0 

15,000 . 

2,31,780 

Less statutory allowance 

35,000 

4,500 

30,500 

Total Income 

Less Earned Income allowance 

2,42,280 

4,000 


Taxable Income 

2,38,280 

Exempted Income 

Life Insurance Premium 
TTnremitted Indian State Income 

Rs. 6,000 

30,500 



36,500 


Mr. Vikaji shall pay tax on Rs. 2,38,280 after deducting there, 
from tax deducted at source on shares Rs 1,800 and a rebate of income 
tax on Life Insurance premium amounting to Rs. 6,000 and on un. 
remitted Indian State income at the average rate of tax. 

He will pay Super.Tax on Ks. 2,42,280 after deducting a rebate 
* of Super-Tax on unremitted Indian State income included in his 
tdotal Income. 

Note i — 

1. It is assumed 

(a) that the house and sh ares are transferred to the wife for 
no valuable consideration. 

(b) Income of wife from property is taxable. 

2. Subscriptions given to a local hospital and as charity are 
disallowed although they would have been allowed had they been 
given to some fund or institution established in India and recognized 
by the Central Government vide Section 15 B. 

3. Speculation is the usual course of Vikaji’s business. 

Illustration 112 

From the following particulars furnished to you by Mr. Ghosh 
you are required to prepare his assessment for Income-Tax and Super, 

32 
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Tai showing (a) Hu Total InootnOi (b) Inoimo habla to InMmo.Tar, 
(c) Income liable to Super. Tax 

He owns property in Calcutta tho total municipal rental valuo ot 
which is Rs. 3 62,000. The rental value includes the amount ol 
Rs. 2,00.000 tn respect of his residence which he never lets out. lne 
Insurance premiums and ground rent paid during the year in 
of all tho properties amounted to Rs. 35,000 which iDClunen 
Rs 19,000 m respect of the residential properties. The oollectio 
charges amounted to Rs. 6,1 00. 

During the year 1947.48 to which these figures relate, ho received 
the following sums • — 

Rs. 

Interest on Government Securities free of Income tax 58,000 
Interest from debtors (including Rs 18,000 from the 
Ghosh and Bose of which he is a partner sharing 
half profits and losses) 3 £,000 

Foes as director 6,000 

Fees as Arbitrator (holding general appointment 
through Chamber of Commerce) 5,00U 

Commission as liquidator of a Joint Slock Co. 2,000 

Income as member of Hindu Joint family 10*000 

Dividend from Rational Electric Co Ltd (Net) 4,350 

Debenture Interest at 6% Debentures Rs 3,0o>000 in 

the F iroxahad Glass VJ orbs 18,000 

Pension from Indore 8tate 5,000 

Examination fee from Calcutta University 2,100 

His banker charged Rs 40,000 interest on overdraft on tho 
security of investment purchased by him from the Bank overdraft 

The firm of Ghosh and Hose is a registered firm consisting ot 
two partners Mr Ghosh and Mr. Bose . The Profit and Loss Account 
of the firm for the year ended 31st March, 1948, stood as follows 

T Gross Profit 64,000 

. Interest 16,000 

Intereston Govt, 
securities free of 
Income-Tax 20,000 


To Salary and wagos 15,000 

,» Rent 8,000 

i, Offioe Expenses 3,000 

>, ..Partner’s Remuneration : — 

Ghosh 8,000 

_ B <»e - 12,000 

„ ^Interest on Mr. Ghosh 
, Loan a/o 12,000 

Interest on capita! 

Mr. Ghosh 6 000 

Mr. Bose 10,000 

„ Travelling expenses of 

Partners (not business) 10,000 
„ Dai debts written on 4,000 


, Balance being profit 
Ghosh 6,000 

Bose 6,000 
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It is to be noted that the firm is not assessed but the partners’ 
respective income is included in their individual assessments. 

Mr. Ghosh pays an annual premium of Rs. 10;0Q0 on his life 
policies. 

[R. A. 1938 Adapted] 


Solution 

Computation of the Taxable income of the firm Rs. 

Net Profit as per Profit & Loss Account ... 12,000 

Add : — Rs. 

Partner’s Remuneration 20,000 

Interest on Capital ... 16,000 

Travelling Expenses of Partners 10,000 

Interest on loan 12,000 58,000 


70,000 

Less Tax free Interest 20,000 


Taxable Income 50,000 


distribution of profits between the partners 



Ghosh 

Bose 


Rs. 

Rs. 

Salary 

8,000 

11,000 

Interest 

18,000 

10,000 

Balance 

1,000 

1,000 

Tax free Interest on 

27,000 

23,000 

securities 

10,000 

10,000 


37,000 

33,000 


ASSESSMENT of GHOSH FOR 1948.49 

A 

1. Income from securities : — 

Rs. 3,00,000, 6% Debentures in the Fircfeabad 


Glass Works 


18,000 

Tax free securities : — 

(a) Government securities ... 

(b) Securities from the firm 

58.000 

10.000 

68,000 


Less Interest on loan to pur- 

chase these securities 

40,000 

28,000 

2. Income from Property*' (taxable) 


1,13,221 

3. Business profits from Registered firm 


27,000 

4. Income from other sources : — 

Interest from Debtors 

... 

18,000 

Director’s fees 

» *• 

6,000 

Arbitrator’s fees 

• •• 

5,000 
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Commission 
Dividend (Gross) 

Pension from Indore State 
Examiner s Remuneration 


Total Income 2,30, 648.4.0 

Earned Income allowance 1,000-0*0 


Taxable Income 


Exempted Income — 

1 Life Insurance Premium 

2 Tax free Interest 


lie will pay Income Tax on Ks 1,92,648.4 at the average rate 
applicable to Rs. 2,26 648.4 0 

He will pay Super-Tax on Rs. 2,30,648 4- n 

Note — ‘Taxable Income from property has been ascertained as 
under 

Rs. Rs. 

Annual value of Property let 1,62,000 

Less Admissible allowances — 

Rs 

1/6 Repairs 27,000 

insurance & ground rent 16,000 
Collection charges 6,000 49,000 


Annual value of property oocupicd 
1/10 12,30,487+ lx— | x— 19000 
orx— ix +21U87 J=Rs 23,065 
or JRs 830,427—19,0001 of of 

Less allowances — 

1/6 repairs 3,844 

Insurance and ground rout 19,000 


49,000 

— 1,13,000 

23,065 


Total Taxable Income from property 
Illustration U3 

A, an ordinary resident, makes a return of hi3 
year ended 3lst March, 1947, as follows — 

Rs 

Salary 

Dividend from a tea company, 
assessed on 40% of its profits 
in December, 1946, certificate 
under section 20 produced. 

Doss from speculation business 
discontinued in January, 1946, 
determined m his assessment 
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for 1946- 47 as under : 

Speculation loss 

Less salary and property incomes 
of the year ended 3lst Maroh, 
1946* set off 

Total Income 


40,000 


36,000 


4,< 00 
34,000 


Insurance Premiums [Receipts produced] Rs. 3,000. 

On enquiry the assesses supplied the following information 

[a] Monthly salary Rs. 3,000. The assesses was on leave for 
four months ex India and out o? four months’ leave salary at the rate 
of Rs. 3,000 per month two months’ leave salary was drawn ex-India, 
the balance being drawn in British India on return from leavo during 
the following year. 

[b] The dividend income of Rs. 6,000 represents the amount 
declared by the company in favour of the assesseo, but 60% of the 
company's income was derived from agriculture. 

[c] One-fourth of the assessee’s house property is reserved for 

his own occupation. The correct rental value of tho other part of 
the house is Rs. 4,800 but the assessee’s agent charges on e-six th of 
the rent as his commission. £3 - 

[d] The particulars oLhis insurance policies are : — 

[i] Endownment policy on tho life of his wife, capital sum 
assured Rs. 10,000 premium Rs. 2,000 ; 

[,'i] Whole-life policy on his own life, capital sum assured 
Rs. 10,000 premium Rs. 500. 

[iii] Marriage Endowment policy for -daughter Rs. 5,000 
payable on the happening of the marriage, but not 
otherwise, premium Rs. 500. 

Determine the Total income of the assessee and his exempted 
income for tho assessment year 1947-48. 

[Income-Tax Departmental Exam. 1944] 


STATEMENT OF TOTAL INCOME 


1. Income from Salary 

2. Income from Property : — 

Lot 

Rs. 

Annual letting value 4,800 
Less allowable expenses : — 

Rs. 

1/6 for repairs 800 

Collection charges 

6% 288 
— 1,088 


Rs. 

36,000 


Occupied 

Rs. 

1,60J 


3. Income from other Sources : — 
Dividend from Tea Company 


Total Income 


47,902 
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Ifc. 

500 

1,000 

500 

2,O0Q 


Exempted Income s— 

1 Insurance Promium oa his life 

2 Insurance Promium on wife's lifo £1/10 of the capital 

sum assured] 

3. Insurance Premium on his daughter's endowment 
marriage policy 

to. % 

Nolc !— -1 A. will pay tax oq Jus salary income for the full 
twelve months. 

2 Tho loss from speculation will not bo allowed to bo set off 
from other incomos as the speculation buunoss has boon discontinued. 

A TRW QUERIES AND THEIR ANSWERS 
Query No 1. Tho machinery m a company is not worked for 
full 12 months. Ib the depreciation available to the company for full 
12 months or for the period during which tho machinery is worked ? 

Hroly. The depreciation allowance Is admissible under section 
10 ,2) (VI) irrespective of the loss or profit in the business. The 
criterion to be looked to is that tho machinery should have been 
‘used* for the rurpotes of busmen and that business should havo upo 
facto boen earned oa during the account year. Consequently the 
company is entitled to full depreciation (1937 l.T.R. 621), l.e. for one 
year m spite of the fact that the trading activities lasted for a period 
of less than one year (Motor and General Stores Case 1946 I. T It. 130 
and Sorhana & Sons Case 1946 I. T. R , 106) 

Qnery No. 2. In 1947-48 assessment the net amount of loss 
under the head "capital gams" is determined at Rs. 22.000. In the 
next year after setting off thiB loss against capital gains tho unabsorb- 
ed loss comes to Rs 12,000 which is less than Rs. 15,000, Shall this 
loss be carried forward to be ret off m sub'equent year or years ? 

Beply. The brought forward loss of Rs 12,00° thouoh less 
15,000 shall be further carried forward undL section 
24 (2) B Cmxent loss of l ? ss than Us 15,000 cannot be carried 
forward a 8 .he current capiW g in of le< 8 than Us 15,000 is not 

n m uZlTtlX ‘ nconi0 ? Ul wh6Q 0Qce a Ioss ^ more than 
Rs. 15,0 JO under the head capital gams is carried forward it shall go 

£ «r p St. y n ° a ”£ 

Account s — ■ uuia 

(a) Preliminary Expenses 

(b) Brokerage on sale of shares. 

(c) Trials and Experiments. 

(d) Deferred Revenue Expenditure. 

Will the above items be allowed by thn m 

or will there be any portion out of any of the » Department 

be allowed as deduction. 0 abovo items which will 
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Reply. (a) Preliminary Expeoses. These involve acquisition 
of a capital asset and either result in the coming into being of a 
business itself or of its improvement or its expansion. According to 
Vicount Gave L. C., such expenses are of a capital nature and thus 
inadmissible (10 T. 0. 155). 

(b) Brokerage. Expenditure incurred under this head for the 
purchase and sale of 'trading' goods is an admissible deduction under 
section 10 (2) (XV) but any expenditure incurred in the purchase 
or sale of capital assets would be inadmissible. 

(c) Trials & Experiments. The Government of India have 
recently amended the Act to the effect that any sum paid to a scienti- 
fic research association having as its objects the undertaking of 
scientific research related to the class of business carried on by the 
assessee and any sum paid to a University or other institution to be 
used for such scientific research would be au admissible deduction, 
A fortrio, any expenditure incurred by the assessee himself for such 
purposes during the course of carrying on the business will be an 
admissible deduction provided the expenditure is not for exploring a 
new business or rights. 

(d) Deferred Revenue Expenditure. The admissibility of these 
expenses depends upon the basis of the accounts maintained. If-the 
basis is cash system they are to be allowed in the year of expenditure. 
If it is mercantile, the expenditure is to be allowed in the year to which 
it actually relates provided the expenditure is admissible otherwise. 

Query NO. 4. Will ‘Premium received on issue of shares’ come 
under the purview of capital gains ? 

Reply. A receipt can only be chargeable as ‘capital gains’ 
where there is a sale exchange or transfer of capital asset. Premium 
received on issue of share capital will not be chargeable because there 
is no sale, exchange or transfer of a capital a '•'set. 

Query No . 5. X is a resident and ordinarily resident in British 
India. Besides other income he had income of Rs. 20,000 from land 
not so far assessed to land revenue in British India. In the period 
ending 31-3.47 he sold his agricultural land which he had purchased 
some five years a ;o at a profit of ivs. 25,000. Will this profit be taxable 
as ‘capital gains’ ? 

fieply. “Capital asset’’ was defined by section 2 (4A) as a 
result of Income tax and Excess Profits Tax (Amendment) Act, 1947, 
as property of any kind (other than agricultural land) hold by an 
assessee whether or not connected with his profession, business or 
vocation. 

The effect of using the words ‘other than agricultural land’ was 
that any capital gains arising from the sale, exchange or transfer of 
any agricultural land situated in the province of Indian was made 
exempt from capital gains tax but the definition, as it stood also 
exempted “capital gains” made out of sale, exchange or transfer of 
any agricultural land situated in an Indian State although such an 
income in the case of a resident^was not exempted from tax. 

The Income-tax and Business Profits Tax (Amendment) Act 
1947 has amended the definition of capital asset as property of any 
kind other than any land from which the income derived by the 
assessee is agricultural income. 
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Under the amended definition w the land though agricultural 
wassitaated outside India and ' income derived from th.s land was 
not exempt as agricultural income — the resulting profit of Its »u»UuU 
will be chargeable to capital gams tax- 

Qaer J 6. Suppose the total income of a company l* Its. 4,QQ,QW 
including one lakh of capital gains. How would the tax payable 
(including capital gams tax) be calculated ? 

Reply. Tha law on the pomt is continued iu section 12 (b) (7) 
as under— 

“Where the total income of a oomp&ny Includes any iDComo 
chargeab’o under the head ‘capital gams* the supertax payable by the 
company La any year shall be reduced by an amount computed on 
that part of its total LncomB which oonslsts of such inclusion at the 
rate of super.tax (excluding at the rate of additional super-tax ** 
any) specified in the case of a company by the A n nua l Act of the 
Central Legislature fixing the rate or rates of tax for that year". 

The result is that m case of a company capital gams are liable 
tofuU income-tax at the maximum rate. Super.tax will also be 
chargeable but an abatement shall bB allowed on capital gains at the 
super -tax rate. 

Thus the total tax payable by the company for 1947-43 would bo 
as follows — 

Income-tax at 5 annas on 4 lakhs Rs. I >2 5,000 

Super-tax at 2 annas on 4 lakhs 50,000 

Total uS3 000 

Abatement on capital guns of Us. 1,00,000 
at annas 2 which Is the company rate of super.tax 12,500 

Het.lnoome.Tax and Super.Tax Payable 1,62,500 

Us. 1,25,000 Income-Tax 
Rs. 37,500 Super tax 

1.62,500 

Similarly the tax for 1945.49 may be calculated 


Note —The page number mentioned after each question mJL. 
cate3 where answer of the question will be found. 

1. Briefly state tha difference between tha follow ing 

(a) Original Cost System and Written Down VAW t> , r 

—J (b) Taxation of Registered firm and Unregistered firm^ 

(cl Treatment of ‘Reoogniied Provident 136 - 137 

a tied Provident Fund* ; Irund and TJnrecog- 

-Adl Assessment of ‘Resident’ and "Non-resid ,* 55.53 

ueut aasessees ; 


Page 34. 
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(e) Effect of ‘Public Notice’ under sec. 22 [1] and ‘Individual 
Notice’ under sec. 22 (2)> of Indian Income Tax Aot for Return of 
Income. Page 168 

2. Write short notes on the following • — 

(a) Assessment of local authority ; (b) Appellate Tribunal its 
constitution and function ; (c) Obsolescence allowance ; (d) Super tax ; 
(e) Extra shift allowance. Page 136, 34, 83, 156, 82 

'^3. Write short notes on the following and illustrate your 
answers by suitable examples 

'1(a) Agricultural income ; (b) Previous year ; (c) Registered firm ; 
(d) Recognized Provident Fund ; (e) Double Income tax relief ; 
V (I) Casual income ; 'g) Unabsorbed depreciation , (h) Set off of losses ; 
v-{i) Refund of tax. Pages 9, 29, 136, 56, 177, 8, 82, 118, 119 

Define Total Income and Total World Income in connexion 
with Income Tax Law Page 6 

5. ^ The Indian Income Tax Act confers absolute exemption in 
•sespwA o£ c-erbavn. vnwssna wh\\e> soma J .vn&WEfi»5 ase> ’-nA’idjyi in. to. id. 
income for determining the rate only. Explain these provisions fully. 

Pages 7.18 

6. What relief from Income tax is allowed in respect of life 
insurance premium and provident fund contributions and interest 
thereon and how is the amouat of such! relief calculated ? Pages 55,60 

7. Under section 3 of Indian Income TaX Act the assessment for 
any year is to be made on the income, profits, and gains of the previous 
year. Are there any exceptions to this rule? If so what ? Page,- 152.154 

8. Define the term Written Down value used in connexion with 

depreciation for income-tax purposes. Page 81 

9. The Indian Income Tax Aot has divided the tax payers into 
three distinot c '.tevories. vis;, (a) Resident and ordinarily resident in 
British India ; (b) Resident but not ordinarily resident in British India, 
(c) Nonresident in British India. Explain fully the basis of determining 
the above in ease of an individual, firm, Hindu undivided family and 
company, and point out the difference in their tax liability. Pages 19-27 

10. What do you understand by the term ‘Earned Income’ ? 

Who was entitled to the earned iucome relief in the income-tax 
assessment for 1945.46, and to what extent ? Explain the admissibility 
of the earned incline relief to an individual, a Hindu undivided family, 
a company, a registered firm and an unregistered firms. Illustrate 
your answer by suitable illustrations. Pages 35.39 

11. The income accruing or arising in Indian State has been 

exempted from income tax with effect from the assessment for the 
year 1942.43. State clearly the nature of this exemption and point out 
the difference in the treatment of the Income accruing and arising 
in an Indian State and in other foreign countries. Pages 43.49 

12. Ia what circumstances are the following items allowed 

as a deduction, in computing the taxable income from business : 
(ai Repairs, (b) Insurance Premium, (c) Interest, (d) Legal charges 
(e) Depreciation of investments ? Pages 79-84 

13. The managing agents of a company ask you to compute 
the company’s income for 1946 for the purpose of filling in the 

33 
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presented return of income to bo filed wttb Income Tax Officer, 
explain cleariy, with a Preforma Profit and Loss Account, baW 7« l 
would proceed to do bo. p agti 73 M 


would proceed to do so. p agtt tjjh 

. ,. 14 ^ iut ‘f eduotirn *a r o allowed to a Imstnoasajaa la ooffiput. 

mg the profits 7 bpocify the oxpensw disallowed. Pager 79-81 

,! nR *?‘ C,e4tljr , tluj meaning of tho term ‘Dividend* M 

the Income lax Act, an d point out the law reUtinj to 

the assessment of dividend inmmM Page 10# 


-- — . — • — -..^iwiuopiub, rage w* 

Ju°“- understand by the term ‘Depreciation* t 
E^am hnl ^.! & 5“ ,,0ed ^ *t, wheo, and to what extent 

robseauent^ th S,“ nab *? rbrd deprec.at.on of one year can be allowed 
wav dTfTer from^h« , ~ , Mrr? . fo , rw * rd of depreciation ia anj 
f..nl ,! f , n lbe «*rry forward of losses 1 Eipiam the pronto 
of i y 94?m tho mtuVr h8 f^ hange8 raide , b T ^0 recent Amendment Act 
a!x U f depreCuvtlon allowance. Paficj 8L.S1 

or a mino^ n rfi 0 d<r!!f * "i 1 * 1 oircUn »tonces can the mcomo of the vnfo 

xs att?— - “ ^si ln s ^ 

(dl of F«J C 16S 

oaUed for by the Income TaxOfitar to ver°f Uat f», ° r otber documents 
return of income. Ver, fy the correct nosa of the 

w " h0ut «■*«*« 

prwni, b, w MW tocom., profit „ a gli p5 

(d) Co»«.i, ng a, , aCTD1> • 

,, Th/t*'?” to P ‘ T *a»oat ol tax Pa ‘ c ‘1! 

vw 20. Write a cK . nee business and other 

^ Wr * ^ <“ ‘“rfuotion „f T*t „ gJJjJV U9 ’ 150 

■ 4“- ^*---r-.^«JriS3sajs 

.£&*"& ft isa~ or u.. *£■■ ***a fe 

for ‘Adv ance pay m eat of^come^jf^^dment Ae^ 0 ???. Tax A ct, 

•Pay as you earn scheme.- *KS2 iZn 7, ° s down i? 44 f - Prov.des 
this scheme. “*• ^efiy the sawH* 13 called 

“‘features of 
rage, 121.134 
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FINANCE ACT 1949 

INCOME TAX & SUPER.TAX 

(1) Subject to the provisions of Sub-Sections (3), (4), (5) and (6) 
for the year beginning on the 1st day of April, 1949, — 

(a) income-tax shall be charged at the rates specified in part I 
of the third Schedule, and 

(b) rates of Super-Tax shall, for the purposes of Section 55 of the 
Income-Tax Act, be those specified in part II of the third schedule. 

(2) In making any assessment for the year ending on the 31st 
day of March, L950, there shall be deducted from the total income of 
an assesses, in accordance with the provisions of Section 15 A of the 
Income Tax Act, au amount equal to one fifth of the earned income, 
if any, included in his tot income, but not exceeding in any case 
four thousand rupees. 

(3) In making any assessment for the year ending on the 3lst 
day of March, 1950, — 

( a ) where the total income of an assesses, not being a company, 
includes any income chargeable under the head ‘salaries' as reduced 
by the deduction for earned income appropriate thereto, or any income 
chargeable under the head, "Interest on securities,” or any income 
from dividends in respect of which he is deemed under Section 49B 
of the Income Tax Act to have paid income-tax imposed in British India, 
the income-tax payable by the assesses on that part of his total income 
which consists of such, inclusions shall be an amount bearing to the 
total amount of income tax payable according to the rates applicable 
under the operation of the Indian Finance Act, 19-18, on his total 
income the same proportion as the amount of such inclusions bears 
to his total income ; 

(b) where the total income of an assesses not being a company 
includes any income chargeable under the head ‘‘salaries” on which 
super tax has been or might have been deducted underfthe provisions 
of Sub-Section (2) of Seotion 18 of the income Tax Act, the super tax 
payable by the assesses on that portion of his total ino > me which 
consists of such inclusion shall be an amount bearing to the total 
amount of super.tax payable, according to the rates applicable under 
the operation of the Indian Finance Act, 1948, on his total income 
the same proportion as the amount of such inclusion bears to his 
total income. 

4. In making any assessment for the year ending on the 3lst 
day of March, 1950, where the total income of an assesses consists 
partly of earned income and partly of unearned income, the super.tax 
payable by him shall be — 

(i) on that part of the earned income chargeable under the head 
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„ . . ... -uupa (b) of Sub. Sect on (3) applies, tho amount 

34S; accordance w,th the provision^ that sub. 

Section, plus { der 0 { tho earned income, the amount which 

(u) on tUo , ^ nount of Buper.Tax wh.ch would hare been pay- 
boars to t lo .^ iaooII10 had it consisted wholly of earned income the 
»»°>> »••»>*“ <»“• to hi. total moooa, plus 

ri(i\ 0 n tho uneirncd inoomo* tho amount which bears to e 
teJbA Sount of super-tax which would have been ^ 

had It oomoted -Mr ot unearned moral. tho sarao 
proportion ns tho unearned Income boars to his total inoomo 

(5i In making any assessment for the year ending on the 31s 
day of March, 1950— 

(al where the total income of a company includes any pronw 
and gains from life insurance business, the super tax otherwiao 
Ttn-vablo by the oompany on tho whole of such total income shall bo 
reduced by an amount which heirs to that snpeKtax tho same 
proportion as the amount of such inclusion bears to his total income 
or by an amount computed at the rate of two annas in the rupee on 
the amount of such inclusion, whlchover is less ; 

(b) where the total inoomo of an assessee, not being a company* 
includes any profits and gains from life insurance business the income 
tax and super tax payable by the assessee on that part of his total 
income which oonaists of such inclusion shall he an amount bearing 
to the total amount of such taxes payable a- cording to the rates 
applicable under the operation of the Indian Finance Act. 1942, on 
hte total income the same proportion as the amount of such inclusion 
bears to his total income, so however that the aggregate of the taxes 
so computed In respect of such inclusion shall not in any case exceed 
the amount of tax payable on such inclusion at the rate of five 
annas in the rupee 

(6) In cases to which sec 17 of the Income Tax Act applies the 
tax chargeable shall be determined as provided in that section, but 
with reference to the rates imposed by sub-section (1), and in accord- 
ance, where applicable, with the provisions of sub.sections (3), (i) and 
(5) of this section. 

(7)- for the purposes of making any deduction of income-tax in 
the ye” beginning on the 1st day of April, 1949, under subjection (2) 
or sub-section 12U) of section 18 of tho Income-Tax Act from any 
earned income chargeable under the head ‘salaries’, the estimated total 
income of the assessee under this head shall, in computing the income 
tax to be deducted, be reduced by an amount equal to one.fif th of such 
earned income but not exceeding m any case four thousand rupees, 
but no abatement shall bo allowed by the person resp.nsible for 
paying the salary in i respect of any donations made by the assessee to 
which fee to B of the Income-Tax Act is or may be applicable 
<8) for the purposes of this section and of the „c 

imposed thereby, the expression “total income” ns tot?! 

Z determined for the purposes of mcometax a suner tax a, th! 
case may be, in accordance with the provisions of of! 

1 cl, and the expression earned income” has the mo 8 * ucom,) -^ a ^ 
to°it in clause 1CAA) of section % 0 f th^t Act the meanin S assigned 
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REASSESSMENT OF SUPER-TAX IN THE CASE OF CERTAIN COMPANIES 

10. u) Notwithstanding anything contained In sub- section (1) 
of seo (9' or paragraph. D of part II of the Second Schedule to the 
Indian Finance Act 1948, the rate of super-tax for the purposes of 
sec. 55 of the Income-tax and for the year beginning on the 1st day 
of April, 19->8 shall be four annas per rupee of the total income in 
the case of any company not entitled to the rebate allowed by the 
proviso to paragraph D of part II of the Second Schedule to the 
Indian Finance Act, 1948, unless it was— 

(a) Public company whose shares were offered for sale in a 
recognized Stock Exchange at any time during the previous year, or 

(b) a company all of whose shares were held at the end of the 
previous year by one or more such public companies aforeside 

(2) For the 'purposes of sub. section (l’h a company shall be 
deemed to be a public company only if it is neither a private company 
within the meaning of the Indian Companies Act 1913, nor a company 
in which sh vres carrying more than fifty percent of the total voting 
power were, at any time during the previous year, held or controlled 
byles than six persons. 

(3) where the assessment for the year beginning on the lot day 
of April, 1948 has been made before the commencement of this Act in 
respect of any company to which sub-section ( 1 ) of this section applies 
it shall be revised by the Income Tax Officer so as to give effect to 
the provisions of that sub-section. 

THE THIRD SGHEDDLE 

(See Section 9 ) 

Part I 

" Rates of Income-tax 


A. In the case of every individual, Hindu undivided family, 
unregistered firm and other association of ; ersous, not being a case 

to which paragraph B or 0 of this pact applies. 


L 

2 . 

3. 

4 

5 


Rate 


On the first Rs. 1,500 of total income... Nil 

On the next Rs. 3,500 of total income. ..Nine pies in tho 

rupee 

On the next Rs, 5,000 of total income . One anna and nine 


On the next Rs. 5,000 of total 
On the balance of total income 
Provided that 


pies in the rupee, 
income. ..Three and a half 
annas in the rupee. 
...Five annas in the 
rupee. 


. , W Bo income-tax shall be payable on the total income which 
botore deduction of the allowance, if any, for earned income does not 
exceed the limit specified below ; omo uoes noc 

(u) Tho income-tax payable shall in no case exceed half th« 
amount by which tho total income (before deduction of the said 
allowance, if any for earned income) exceeds tho said limit 
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(»0 The income-tax payable on tbe total income as reduce! by 
the allowance for earned income shall not exceed either 

(a) A sum bearing to half the amount by which the total income 
(before deduction of the allowance for earned income) exceeds the 
said limit the same proportion as such roluccd total income bears w 
the unreduced total income, or» 

(b) The income-tax payablo on the mcomo bo reduced at the 
rates specified, whichever Is loss. 

The limit ref enrol to in the above proviso shall bo 

(0 Rs 5,000 m the caso of every Hindu undivided family which 
satisfies at the end of the provioui year oilhcr of tho following 
conditions namely : 

(a) That it lias atleast two members entitled to a share on par, 
titiou who are not less than 18 years of age ; or. 


(b) That it has atleast two members entitled to a share on par- 
tition neither of whom is a lineal descendant of the other and both of 
whom are not lineally descended from any other living member of 
the family, and 

(u) Rs. 3,000 in every other ctso. 

B. In the case of every company— 

Rate 


On the whole of total income Five annas in tho rupoo 


Provided that in tho case of an Indian company — 

(i) Where the total income, as reduced by seven annas 'in the 
rupee and by the amount, if any, exempt from income tax exceeds 
the amount of any dividends (including dividonds payablo at a fixed 
rate) declared In respect of the whole or part of the previous year 
for the assessment ending on the 31st day of March, 150 and no 
order has been made under Eub-seotion (1) of section 23 A of the 
Income-tax Act, a rebate shall be allowed at the rate of one anna per 
rupee on the amount of suoh excess. 

(u) Where the amount of dividends referred to in clause (i) 
above exceed* the total income as reduced by seven annas in the rupee 
and by the amount, if any, exempt from moome-tax there shill be 
charged on the total income an additional Income-tax equal to the 
uumif any, by which the aggregate amount of moome-tax actually 
borne by such excess ihereinaf ter referred to as “the excess dividend") 
falls short of the amount calculated at the rate of five annas per 
rupee on the excess dividend. ' 

For the purposes of the above proviso, the expression “dividend” 
shall have the meaning assigned to it m otause (6 A of section 2 of 
the Income Tax Act, but any distribution included m that expression 
ma de during the y ear ending on the 3Ut day of March, 193 0 , shall 
be deemed to be a dividend declared in r.spect of the wholn -! “ T 

of the previous year. la or Part 

For the purposes of clause (u) of the above Drov.so «, 

R ate amount of income tax actually borne bv tho 

shall be determined as follows — To excess dividend 

„ « - «. »>»„ 

pr " u >'» 7«, -™idbo EKtS 
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to cover the amount of the excess dividend and as have not likewise 
been taken into account to cover an excess dividend of a preced- 
ing year ; 

(ii) Such portion of the excess dividend as is deemed to be out 
of the undistributed profits of each of the said years shall be deemed 
to have borne tax. 

(ct) If an order has been made under sub.Section (1) of section 
23A of the Income-tax Act, in respect of the undistributed profits of 
that year, at the rate of five annas in the rupee, and 

(b) In respect of any other year, at the rate applicable to the total 
income of the company, for that year reduced by the rate at which, 
rebate, if any, was allowed on the undistributed profits. 

(c) In the case of every local authority and in every case in 
which, under the provisions of the Income-tax Act, income-tax is to 
be charged at the maximum rate— 

On the whole of Total income Rate 

Five annas in the rupee 


Part II 

RATES OF SUPER-TAX 

A. In tne case of every individual, Hindu undivided family, 
unregistered firm and other association of persons, not being a case to 
which any other paragraph of this part applies — 

Rate if Income 
wholly earned 
Nil 


2 . 

3. 

4 . 

5. 

6 . 


8 . 


On the first Rs. 2f,000 
on total income 
On the next Rs. 15,000 
of total income 
On the next Rs. 15,000 
of total income 

On the next Rs. 15,000 
of total income 
On the next Rs. 15,000 
of total income 
On the next Rs. 15,000 
of total income 

On the next Rs 50,000 
of total income 
On the next Rs. 1,00,000 
of total income 


Rate if income 
wholly unearned 
Nil 


Two annas in the 
rupee 

Three annas in the 


rupee 

Five annas in 
rupee 

Six anuas 
rupee 

Six and a 
annas in 


m 


the 

the 

half 

the 


Three annas in the 
rupee 

Four and a 
annas in 
rupee 

Six annas 
rupee 

Seven annas 
rupee 

Eight annas 
rupee 


half 

the 


in the 


in 


m 


the 

the 


rupee - 

Seven annas in the 
rupee 

Eight annas In the 
rupee 


9 . 


On the next Us. 1,00,000 Eight and a half 
of t>tal income ** ,B 


annas in the 


10. On the balance of 
income 


rupee 

total Nine annas m 
rupee 


the 


jTine annas 
rupee 
N me and 
annas 
rupee 
Ten annas 
rupee 

Ten annas 
rupee 


in 


a 

in 


m 


in 


the 

half 

the 

the 


the 
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B In (Ho case of over/ local authority— 

Rato 

On tho whole, of total income Two annas in tho rupee 

C In the case of an a«sociation of persons being a Cooperative 
bocioty (other than the S iQikalta tjaltoWners’ Soo oty in the Bombay 
■province) lot tho time bo ns registered under tho Cooperative 
Societies Act 1312, or under an Act of a Provincial Lcgt*aturo 
governing ttie registration of Cooperative Societies - 


1, On the first Its 25,000 of total Income 
2 On the balance of total income 

D In the ca*e of every Company — 

On the whole uf total income 


Provided that — 

(i) a rebate at the rate o f threo a 
income shall be allowed in the case of an 


Nil 

Two annas in tho 
rupee 

Itato 

Four annaa in the 
nipoo 


las per rupee of tho total 
T company which— 


(a) in respect of its profits liable to tar under the Income-tax 
Act for tho year ending on the 31st day of March, 19o0, has made tho 
prescribed arrangements for the declaration and payment m the 
provinces of the dividend payable out of such profits and for the 
deduction of Super-tax from dividends in accordance with tho provi- 
sions of sub-Section (3D) or (3E> of Section 18 of that Act, and 
(b) is a public company with total fncomo not exceeding 
Rs. 25,000 

(ll) a rebate at the rate of two annas per rupee of the total 
income shall be allowed m tha case of any Company which satisfies 
condition In) hut not condition (b' of the preced ng clause ; and 

(m) a rebate at the rate of one anna per rupee of the total 
income shall be allowed in tho case of any Company which not boioj 
entitled to a rebate under either of the preceding clause, w — 

(a) a public Company whose shares were offered for sale in a 
recognized stock exchange at any time during the previous year, or 

(b) a Company all of whose shares were held at the end of the 
previous year by one or more such public companies as at oresa 4 * 

Provided further that the Super-tax payable by a Company the 
total income of which exceeds Rs 25,000 shall not exceed the aggre- 
gate of — 

(a) the Super tax w Hici would have been payable by the Com- 
pany if ita total income had been Rs 25,000 and 

(b) half the amount by which its total income exceeds Rs 25,000. 

Explanation . — For the purposes of this paragraph of this part, a 

Company shall be deemed to be a public Company only if it is neither 
Company within the meaning of the Indian Companies Act 

1913 nor a Company in winch shares carrying more than fifty P er 
cent of the total voting power were, at any time during the previous 
year, held or controlled by less than 3ix persons 
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FINANCE ACT, 1948 

INCOME-TAX & SUPER-TAX. 

(1) Subject to the provisions of sub-sections (3), (4), (5) and (6), 
for the year beginning on the 1st day of April, 1948— 

(a) income-tax shall be charged at the rates specified in part I 
of the Second Schedule to this Act, and 

(b) rates of Super-Tax shall, for the purposes of section 55 of 
the Indian Income-Tax Act, 1923 (hereafter ip this Section referred to 
as “the Income Tax Act”) be those specified in part II of the Second 
Schedule to this Act. 

(2) In making any assessment for the year ending on the 31st 
day of March, 1949, there shall be deducted from the total income of an 
assessee, in accordance with the provisions of section 15A of'the Income 
Tax Act, an amount equal to one-fifth of the earned income, if any, 
included in his total income, but not exceeding in any case four 
'thousand rupees. 

(3) In making any assessment for the year ending on the 3lst 
day of March, 1949. 

w where the total income of an assessee, not being a company> 
includes any income chargeable under the head “Salaries” as reduced 
by the deduction for earned income appropriate thereto, or any income 
chargeable under the head “Interest on Securities”, or any income 
from dividends in respect of which he is deemed under section 49B 
of the Income-Tax Act to h we paid income-tax imposed in British 
India, the income tax, payable by the assessee on that part of his total 
income which consists of such inclusions shall be an amount bearing 
to the total amount of income-tax payable according to the rates 
applicable under the operation of the Indian Finance Act, 1947, on 
his total income the same proportion as the amount of such inclusions 
bears to his total income ; 

( b ) where the total income of an assessee, not being a company 
includes auy income chargeable under the head “Salaries” on which 
super-tax has been or might have been deducted under the provisions 
of sub-section (3) of section 18 of the Income-Tax Act, the super-tax 
payable by the assessee on that portion of his total income which 
consists of such inclusion shall be an amount bearing to the total 
amount of super-tax payable, according to the rates applicable under 
the operation the Indian Finance Act, 1947, on his total income the 
same proportion as the amount of such inclusion bears to his total 
income. 

(4) In making any assessment for the year ending on the 3 1st 
day of March, 1949, where the total income of an assessee consists 
partly of earned income and partly of unearned income the super-tax 
payable by him shall be — 

34 
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(1) oa that part of the enrnod income chargeable under the » *»«•* 
“Salaries” to which cl mse (b) of sub-section (J) appl-es the i amoun 
of RUper.tai computed in accordance with tho provisions ot t i 
section, plus 

{») on the remaindor of tho earned income, the amount w _ ® 
bears to the total amount of super tax which would have been p J 
on hi3 total income had it consisted wholly of earned mooma 
proportion as such remainder bears to his total income, plus 

(hi) oo the unearned income, the amount which hears to e . 
amount of super-tax which would have beon payable o „._ rr 
income had it consisted wholly of unearned income the famo P P 
tion as the unearned income bears to his total income. 

(5) la making any assessment for year ending on the 31st day 
ot Match, 4949- 

(«) where the total income of the company includes any profit 9 
and gains from life insurance business, the supertax payable by too 
company shall be reduced by an amount computed at the rate Ot two 
annas m the rupee on that part of it3 total income which consists of 
such inclusion ; 

(b) where the total income of an a<;ges c ee, not ueing a company 
includes any profits and gams from life insurance business, the income 
tax and super-tax payable by the assessee on that part of his tow 
come which consists of such inclusion shall be an amount bearing to the 
total amount ot such taxes payable according to the rates applicable 
under the operation of the Vnd.au F inanoe Act, 194-*, on his total 
income the same proportion as the amount of such inclusion bears 
to his total income, so however that the aggregahs of the taxes so 
computed m respect of Buch inclusion shall not m any case exceed 
the amount of tax payable on such inclusion at the sate of five annas 
in the rupee. 

(6) In ca^es to which section 17 of the Income-Tax applies the 
tax chargeable shall be determined as provided m that section, but 
with reference to the rates imposed by subjection (1), aud m 
accordance, where applicable, with the provisions of subjection (3), (4) 
and (5) of this section 

(7) For the purposes of making any deduction of income-tax in 
the year beginning on the 1st day of April, 19 i>i, under sub-section 

(2) or biib-section (2B) of section 13 of the Income-Tax Act from any 
earned income chargeable under the head “Salaries” the estimated 
total income of the assessee under the* bead shall, in computing the 
income-tax to be deducted, be reduced by an amount equal to onc.fifth 
of such earned income but uot exceeding in any case four thousand 
rupees ; but no abatement shall be allowed by the person responsible 
for paying the salary In respect of any donations made by the assessee 
to which section 15B of the Inoome-Tax Act is or may be applicable. 

. £ ur * ha purposes of this section and of the rates of tax. 

b * “total income” means total m come S 

£«£ i £LStrarjf sssrsssssFSs 
ssflBss :sr, o&t "** “•“* 
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THE SECOND SCHEDULE 
(See Section 9 ) 

Part I 

Sates ol Income-tax 

A. In the case of every Individual) Hindu Undivided Family, 
Unregistered Firm and other Association of persons not being case 
to which paragraph B> C or D of this Part appll, s — 

Rate 

1. On the first Rs 1,500 of total i come Nil 

2. On the next Rs. 3,500 of total income One anna in the 

rupee 

3. On the next Rs. 5,000 of total income Two annas in 

the rupee 

4. On the next Rs. 5,000 of total income Three and a half 

annas in the rupee 

5. On the balance of total income .. Five annas in the 

rupee 

Provided that 

(i) no income-tax shall be payable on a total income which 
before deduction of the allowance, if any, for earned income, does 
not exceed Rs. 3,000 ; 

(u) 1 he income-tax payable shall in no case exceed half the 
amount by which the total income (before deduction of the said 
allowance, if any, for earned income) exceeds Rs. 3,000 ; 

(Hi) the income-tax payable on the total income as reduced by 
the allowance for earned income shall not exceed either — 

(a) a sum bearing to half the amount by which total income 
(before deduction of the allowance for earned income) exceeds Rs. 3,000 
the same proportion as such reduced total income bears the unreduced 
total income ; or 

( b ) the income-tax payable on the income so reduced at the rates 
herein specified whichever is less. 

B. In the case of every company not being a company to which 
paragraph C of this Part applies — 

_ Rate 

On the whole of total income Five annas in the rupee 

provided that in the case of an Indian company — 

(а) where the total income as reduced by seven annas in the 
rupee and by the amount, if any, exempt from income-tax exceeds the 
amount of any dividend including dividends payable at a fixed rare 
declared in respect of the whole or part of the previous year for the 
assessment for the year ending on 31st day of March, 1949, and no 
order has been made under sub-section (1) of section 23 A of the 
Indian Income-Tax Act, 1922, a x'ebate shall be allowed at fhe rate of 
one anna per rupee on the amount of such excess ; 

( б ) where the amount of dividends referred to in clause (a) above 
exceeds the total income as reduced by seven annas in the rupee and 
by the amount, if any, exempt from income-tax, there shall be charged 
on the total income an additional income-tax equal the sum, if any. 
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excess (h •rmnlitofSfoiS’to M f S" 1 -™ 1 a S lu ?! ly !sr n ,“ by suoh 
of the amount calculated at the rate ^F fi dlv hlond ) falls short 
excess dividend, and f “•>’ per rupco on tho 

ble uidel'dausTla) b« m”u| 0 ’.~i?,h d * J “ o!ul K any rebate permissL. 
chargeable under clause (M shall „ . ad "' e any additional locomo.tax 
l.) the income., a, ih ch w » T ?“* 

Fo'r thU purp™e s “‘, a 7 " h “? lolal ,nc “ m » exceeds Its. 25,000 
amount of inmme.tax .til' 1 of the abovo proviso, the aggregate 
determined as follows _ ^ 7 born ® by tho excess dividend shall be 

orsmSh port?iof d the' i0 u d „i t i l ll ! , ‘, d f em “’ lo b » out of the whole 

immediately preceding tho Drevim^** profit3 of one or more years 

£ ^“ v . 6r i theamounto£ ^e excessdlv^^A* 9 ? OUJd bo JUst sufl >°ient 
W tahen into account to ““^1 

bo out 
deemed 


' s dMmej to 

to have borne tax— oi each of the said years shall be UOOUIBU 

m dor ■ ubj,ect “>n ID of section 
PrefiU of that year, , t tha of five an’n^. “ flh ° “ndmtfdmted 

(b) in respect of »nv »», ° anaas m tlie rupee and 

KhlTf * ,b “ for'lhlt"' at lh ® rat ® applicable to the 

which rebate, if any, was allowed onthn 7 , 0 ^ tBd, ' ced by lb o "to at 
0 In the case of “ “** u ” d '»tr.buted profits, 

which does not exceed R, 25,000 Com Pany the total income of 


On the whole of total income 


Hate 

Two and a half annas in 
I,, ir PrOT,de d that where the »„t,i ^ ra P eQ 

“> the rupee 0 ^^'.‘“oaiei as reduced by four and a 
Payable « » 7 

ih»n f i,? CO iV 0n 2 ,' JA °f the Ind,L^Tv, beea dj^ade under Subjection 

ss Jasr - tb ° *- sts .‘r rayjij 

P In the case nf . . 

which under the i,w„ ' er ® r y local authority r,T,ri 
income-tax . to 

On the .bole of th, ,o, „ Rate 

explanation For th 0 plupo5CJ of ^ «• annas in the rupee 
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2j9 

(a) the expression ^ividend* shall be deemed to include any 
distribution included in. that expression as defined in clause (6A) of 
Section 2 of the Indian Income-Tax Act, 1922, and any such distri- 
bution made during the year ending on the 31st day of March, 1949, 
shall be deemed to have been made in respect of the whole or part of 
ihe previous year ; 

{b) the expression “Indian Company” shall have the meaning 
assigned to it in clause (7A) of Section 2 of the Indian Income-Tax 
Act, 1922. 


Part 1 1 

Bates ol Super-Tax 


A. In the case of every Individual, Hindu Undivided Family, 
Unregistered Firm and other Association of persons, not being a case 
to which any other paragraph of this part applies : — 


1. 

On the first Rs. 25,000 of 
total income 

Rate, if income 
wholly earned. 

Nil 

Rate, if income 
wholly unearned 

Nil 

2. 

On the next Rs. 15,000 

Two annas in 

Three annas in 


of total income 

the rupee 

the rupee 

3. 

On the next Rs. 15,000 of 

Three annas in 

Four and a half 


total income 

the rupee 

annas in the rupee 

4. 

On the next Rs. 15,000 

Five annas in 

i'ix annas in the 


of total income 

the rupee 

rupee 

5. 

On the next Rs. 15,000 

Six annas in 

Seven annas in 


of total income 

the rupee 

the rupee 

6 . 

On the next Ks. 15,000 

Six and a half 

Eight annas in 


of total income 

annas in the 

the rupee 

7. 

On the next Rs. 50,000 

rupee 

Seven annas in 

Nine annas in 


of total income 

the rupee 

the rupee 

8. 

On the next Rs. 1,00,000 

Nine and a half 

Nine and a half 


of total income 

annas in the 

annas in the rupee 

9. 

On the next Rs. 1,00,000 

rupee 

Ten annas in 

Ten annas in the 


of total income 

the rupee 

rupee 

10. 

On the balance of total - 

Ten and a half 

Ten and a half 


income 

annas in the 

annas in the 


rupee 

B. In the case of every local authority : — 

rupee 

Rate 


On the whole of total income Two annas in the rupee 

C. In the case of an Association of persons being a Co-operative 
Society, other than the Sanikatta Salt Owner’s Society in the Bombay 
Presidency for the time being registered under the Co-operative 
Societies Act, 1912, or under an Act of a Provincial Legislature 
governing the registration of Co-operative Societies : — 

Rate 

1. On the first Its. 25,000 of total income Nil 

2. On the balance of the total income Two annas in the rupee 
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|>« In the case of every company Kato 

n the whole of total income Three annas in the rupee 

the totaUncomH^shall h^n* 5 a *i tll0 , raie 0ns anna P er rupee of 
respect of its n ro fits m , tlxo 0430 at, y company whioh m 

1922, for the mr«2! *° *? X ?? d « th ® IM an Income-Tax Act, 
prescribed arrangements 5 -— th ° 3l&t dayof March > 1349, ha3 made the 

•>f th, p”” fi V“»„ U d° pr " lnc ' s ot Ind, “ 

vnth the provisiM 1 * ofauh. of aup0 y- ta * Irom dividends in acoordanoe 
s«d Ac e t proT » , °«‘rf sub-section (3 D) orf3 E,of section 18 of the 
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FINANCE ACT, 1947 

RATES OP INCOME-TAX 

A In the case of every Individual, Hindu Undivided Family, 
Unregistered Firm and other Association of persons not being a case 
to which paragraph B of this part applies : — 

Rate 

1. On the first Rs. 1,500 of total income Nil 

2. On the next Rs. 3,500 of total income One anna in the rupee 

3 On the next Rs. 5,000 of total income Two annas in the rupee 

4. On the next Rs. 5,000 of total income Three and a half annas 

in the rupee 

5. On the next Rs. 5,000 of total income Five annas in the rupee 

Provided that — 

(r) no income-tax shall be payable on a total income which, 
before deduction of the allowance, if any, for earned income doe3 not 
exceed Rs. 2,500 ; 

(ii) the income-tax payable shall in no case exceed half the 
amount by which the total income (before the deduction of the said 
allowance, if any, for earned income) exceeds Rs. 2,500 ; 

Uii) the income-tax payable on the total income as reduced by 
the allowance for earned income shall not exceed either 

(a) a sum bearing to half the amount by which the total 
income (bofore deduotion of the allowance for . arned income) exceeds 
Rs. 2,500 the same proportion as such reduced total income bears to 
unreduced total income, or 

(b) the income-tax payable on the income so reduced at the 
rates herein specified whichever is less. 

B. In the oa-se of every Com any and Local authority, and in 
every case in which under the provisions of the Indian Income-Tax 
Act, 1922, income-tax is to be charged at the maximum rate — 

Rat© 

On the whole of total income Five annas in the rupee 

Bates ol Sapes-Tax : 

(A) In case of every Individual, Hindu Undivided Family, 
Unregistered Firm and other Association of persons, not being a case 
to which any o her paragraph of this part applies : — 

Rate if income Rate if income 

wholly earned wholly unearned 

1. On the first Rs. 25,000 

of the total income Nil Nil 

2. On the next Rs, 5,000 Two annas in the Three annas in 

of total income rupee the rupee 

3. On the next Rs. 5,000 Two and a half Three and a half 

of total income annas in the annas in the 

rupee rupee 
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4. On (ho next Rs. 10,000 
of total income 
5 On the next Its 10)000 
of total income 

6. On the next Rs 10,000 

of total income 

7. On the next Rs 10»QG0 

of total income 

8. On the next Rs 15,000 

of total income 
9 On the next Us 15,000 
of total income 
10 On the next Rs 15,000 
of total income 
11. On the next Rs 30,000 
of total income 


Three annas in 
the rupeo 
Four anuas m 
the rupeo 
Five annas m 
the rupee 
Six annas in the 
rupee 

Seven annas in 
the rupee 
Right annas In 
the rupee 
Nine annas m 
the rupee 
Tea annas in 
tho rupee 


12 On the balance of total Ten and a half 
Income annas in the rupee 

(B) In the case of every local authority • 


Four annas in 
tho rupoo 
Five annas in 
th© rupee 
Six annas in the 
rupee 

Seven annas in 
the rupee 
Eight annas in 
the rupee 
Nina annas m the 
rupee 

Ton annas in 
the rupee 
Ten and a half 
annas in the 
rupee 

Do 


Rate 


On the whole of total Income Two annas in the rupee 

(0) In the case of an assoc tat jn of persons being a "o.operntive 
Society other than the Samkatta Salt Owners* Society in the Bombay 
Presidency, lor the tune being registered under the Co-operative 
Societies Aot, 1922, or under an Act of a -Provincial Legislature 
governing the registration of Co-operative societies. 

L On the first Rs. 25,000 of R te 

total incotno Nil 


2. On the balance of total income Two annas in the rupee 
ID) In tho case of every company : — 

On the whole of total income Two annas in the rupee 

and m addition, in respect of that part of the total income las 
reduced by the amount of dividends payable at a fixed rate) which 
does not exceed the amount of dividends, not being div.dends 
payable at a fixed rate, declared in British India in respect of the 
whole or part o! tho previous year for the assessment for the year 
ending on the dlst day of March, 1948, on tho amount by which 
such part : — , 


(a) exceeds 30 percent, but dies not 
exceed 40 percent of the total in- 
come 6o reduced 

lb) exceeds 40 percent and does not 
exceed 50 percent oi tho total in- 
come so reduced 

(c) exceeds 50 percent of the total 
income so reduced 
Provided that— 


Rate 

Three annas in 
tho rupee 

Five annas in the 
rupeo 

Seven annas in 
the rupee 


(l) no addit ional 1 super-tax shall be payable where such nart 
tew then, or .quit to, fiv. poroent on th, ospltol „f th, . * 

<*'> *“ h •“'* “ mot ‘ ll >*» #»• parent on U» oaptij of 
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the company, the additional super-tax payable shall be reduced by the 
amount of additional super-tax whioh would, but for the provisions of 
clause (0 of this proviso, have been payable had such part been equal 
to five per cent on the capital of the company ; 

(lii) the additional super-tax shall be payable only by a 
company in which the public are substantially interested within the 
meaning of the Explanation to sub-section (i) of section 23A of the 
Indian Income Tax Act, 1922 or a subsidiary comp my of such a 
company where the whole of the share capitd of such subsidiary 
company is held by the parent company or by the nominees thereof. 

Explanation — For the purposes of this paragraph, 

(a) the expression ‘capital of the company’ shall be deemed to 
mean the paid up share capital at the beginning of the previous year 
for the assessment for the year ending on the 3lst day of March, 1918, 
(other than capital entitled to a dividend at a fixed rate) plus any 
reserves other than depreciation reserves and reserves for bad or 
doubtful debts at the same date as diminished by the amount of 
deposit on the same date with the Central Government under section 
10 of the Indian Finance Act, 1942, or section 2 of the Excess Profits 
Tax Ordinance, 1943 ; 

(Jb) the expression ‘dividend’ shall be deemed to include any 
distribution included in that expression as defined in clause (6A) of 
section 2 of the Indian Income Tax Act, 1922, and any such distri- 
bution made during the year ending on the 3lst day of March, 1948, 
shall be deemed to have been made in respect of the whole or part of 
the previous year ; 

(c) where any portion of the profits and gains of a company is 
not included in its total income by reason of such portion being 
exempt from tax under any provision of Indian Income-Tax Act, 1922, 
the capital of the company, payable at a fixed rate shall each be 
deemed to be the proportion thereof that the total income of the 
company bears to its total profits and gains. 
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appendix iv 
FINANCE ACT, 194.G 

A. In the case of e'ery Individual, Hindu Undlvidod Family/ 
Unregistered Firm and other Association of persona not being a cas 
to which paragraph B of th.s part applies — 

1 On the fir«t Its l,obO of total income 
1 On tho next Rs 3,500 of total Inoomo 

3 On the next Rs 5,000 of total sncoino 

4 On tho next Rs 5,000 of total Income 

5 On the balance of total income 
Provided tbit 

(0 no income-tax shall bo payable on a total income whtclu 
before deduction of the allowance, if any, for earned income, does not 
excood R h 2,000 , 

(») the income-tax payable shall m no case excood half the 
amount by which the total income (before deduction of tho said 
allowance, if any, for earned income) exoeeds Rs. 2,000 } 

( It) the income tax payable on tho total income os reduced by 
the allowance for earned income shall not exceed either — 

(a) a sum bearing to half the amount by which the total 
income (before deduction of the allowance for earned Income) exceeds 
Rs 2,000 the same proportion as such reduced total income bears to 
the unreduced total income, or 

(b) the income-tax payable on the income so reduced at the 
rates speoifled m this schedule whichever is less 

B In the case of every Company and Local Authority, and in 
every case m which under the provisions of the Indian Income-Tax 
Act, 1022, income-tax is to be charged at tho maximum rate— 

Rate 

On the whole of total income Five annas in tho rupee 


Rate 

Nil 

One anna in the rupee 
Two annas in the rupee 
Three and a half annas 
in the rupee 
Five annas In tho rupoo 


BATES OF 8UPER.TAX 


A 111 the case of every Individual, Hindu Undivided Family, 
Unregistered Finn and other Association of persons, not being a caso 
to which paragraph B or paragraph O or paragraph D of this part 
applies — 


1 On the first Rs 25,000 

of total income 

2 On the next Rs 10,000 

of total income 

3 On tho next Rs 10,000 

of total income 


Rate, if Income Rate, if income wholly 
wholly earned unearned 

HJ Nil 


-a., m th„ 

Thi ”r.r 1 2 3 ° u,eiro “ a.. 
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4. On the next Rs. 15,000 Four annas in tho Five annas in the 

of total income rupoe rupee 

5. On tho next Rs. 20)000 Five annas in the Six annas in the 

of total income rupee rupee 

6. On tho next Rs. 30,000 Six annas in the Seven annas in the 

of total income rupee rupee 

7. On tho next Rs 40,000 Seven annas in the Eight annas in the 

of total income rupee rupee 

8. On the next Rs. 50,000 Eight annas in the Nine annas in the 

of total income » rupee rupee 

9. On the next Rs. 50,000 Nine annas in the Nine and a half annas 

of total income rupee in the rupee 

10. On the next Rs. 100,000 Nine and a half Ten annas in the 

of total income annas in the rupee rupee 

11. On the next Rs. 150,000 Ten aunas in tho Ten and a half 

of total income rupoe annas in the rupee 

12. On the balanco Ten and a half Ten and a half annas 

of total income annas in the rupee in the rupee 

B. In the case of every local authority— 

Rate 

On tho whole of total income One anna in the rupee 

C. In the case of an association of persons being a Cooperative 
Society other than tho S '.nikatta Salt Owner’s Society in the Bombay 
Presidency for the time being registered under tho Cooperative 
Societies Act, 1912 or under an Act of the Provincial Legislature 
governing the registration of Co-operative Societies — 

Rate 

' 1. On the first Rs. 25,000 of total income Nil 

2. On the balance of total income One anna in the rupee 

D. In tho case of every Company — 

Rate 

On the whole total income one anna in the rupee 

and in addition in respect of that part of the total income (as reduced 
by the amount of dividends payable at a fixed rate) which does not 
exceed the amount of dividends, not being dividends payable at a 
fixed rate, declared in British India in respect of the whole or part of 
the previous year for the assessment for the year ending on tho 31st 
day of March , 1947, on the amount by which such part — 

Rate 

(a) exceeds 30 percent but does not exceed 40 Two annas in the 

percent, of the total income as so reduced rupee 

(b) exceeds 40 percent but does not exceed 45 Three anuas in 
percent, of the total income as so reduced the rupee 

(c) exceeds 45 per cent, but does not exceed Four annas in 
50 percent, of the total iuoome as so reduced the rupee 

(d) exceeds 50 percent, but does not exceed 55 Five annas in 
percent, of the total income as so reduced the rupee 

(e) exceeds 55 percent, but does not exceed 60 Six annas in 
peieent, of the total income as so reduced the rupee 

tf) exceeds 60 percent of total income as so Seven annas in 
reduced the rupee 
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Provided that— 

(0 no additional supertax shall bo payable where such part Is 
le-=a than or equal to five percent on the capital of the company ; 

(u) where such part is more than five percent on the capital of 
the company, the additional supor tax payable shall bo reduced by the 
amount of additional super.tax which would, but for tho provisions of 
clause (i) of this proviso, have been payablo bad such part been equal 
to five percent on the capital of the oompany ; 

(in) where any dividends (not being dividends payable at a 
fixed rate) havobeon declared boforo the 1 st day rf March, 1946, in 
res oct of tho whole or part of the previous year for tho assessment 
for the year ending on the 31st day of March, 1947, and tho amount of 
super-tax oompu tod at the ratc3 set out in this paragraph exceeds tho 
amount of super-tax which would be pay ah' e by the company at tho 
rate specified in the Indian Finance Act, 194a, suoh proportion of tho 
amount of tho super tax ooraputed under the* paragraph as the amount 
of dividends declared before the 1st day of March, 1946» bears to tho 
total amount of dividends declared m respect of tho said previous year 
(not being dividends payable at a fixed rate) shall bo so reduced as 
not to exceed the same proportion of the super.tax computod at the 
rate specified in the Indian Finance Act, 1945 


(iv) the additional super tax shall ho payable only by a company 
in which tho public are substantially interestod within the meaning of 
the explanation to sub section (1) of section 23 A. of tho Indian Incomo 
Tax Act, 1922 or a subsidiary company of such a company whore tho 
whole of the share capital of such subsidiary company u« held by tho 
parent company or by tho nominees thereof 

Explanation— For tho purposes of this paragraph— 


(a) the expression “Capital of the company” shall be doomed 
to mean the paid up share capital at the beginning of the previous year 
for the assessment for the year ending on tho 31st day of March, 1947, 
(other than capital entitled to a dividend at a fixed rate) plus any 
reserves other than depreciation reserves and reserves for bad and 
doubtful debts rt the same date as diminished by the amount on 
deposit on tho same date with tho Central CJovernmout under section 
10 of the Indian Finance Act, 1942, or section 2 of the Excess Profits 
Tax Ordinance, 1943 , 


(b) the expression 'dividend* shall be d e e m ed to include nnv 
distribution included m tho expression ‘‘dividend ’ as defined in clause 
(GA) of section 2 of tho Indian Income tax Act, 1922, and auv such 
distribution mode during the year ending on the 31st dav of 
1947. shall be deemed to have been made m respect of Te whole 
part of the previous year , ° ,noie or 


(o) whore any portion of tho profits and earns - 
is not included in its total income by reason of mS, -S5 . a con J p31ly 
exempt from under any provision of the Indian 5? rtu 2 n ^elng 

th. oapitslof th. ajmpany, ths total SSStrfT’ ic, > 1W! ’ 
amount of dividends payable at a filed ra ,„ . ‘ ,, dividends and the 
be the proportion thereof that the total incom Jr ** 0 deemed to 

to its total profits and gains n ' e °* the company bears 
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DEPRECIATION RATES 

I. BUILDINGS 

ii) First; Glass substantial building of selected material 2.5% 
(ii) Second Class building of less substantial construction 5% 
(ill) Third Class buildings of construction inferior to that 7.5% 

of Second Class building but including purely 
temporary erections. 

( iv ) Purely temporary erections, e.g., wooden structure. 

In the last type of building no rate is prescribed 
Renewals will be allowed as a revenue expenditure. 

Double these rates will be allowed for factory building excluding 
offices, godown, officer’s and employees’ quarters. 

(2) Furniture and fitting — the general rate is 6%, but when 
used in hotels and boarding houses it is 9%. 

(3) Machinery & T lant — General rate is 7%. An extra allowance 
upto a maximum of 50% of the normal allowance will be allowed by the 
Income Tax Officer where a concern claims such allowance on account 
of double or multiple shifts working and satisfies the Income-Tax 
Officer that the concern has actually worked double or multiple shifts. 
This extra allowance will be proportionate to the number of days during 
which double or multiple shifts are worked. For the purpose of granting 
this extra allowance the normal number of working days throughout 
the year will be taken as 300 and if for example a concern has worked 
double or multiple shifts for 100 days the extxa allowance will be 1/3 
of 50% of the normal allowance for the whole year. Tnis applies to 
all concerns whether the general rate or any special rate applies to 
them but does not apply to an item of machinery, or plant specifically 
erected by the letters “N\ E. S. A.” being shown against it. 

4. Special Rates for Machinery and plmt. 

These rates range from 9 to 40%. 

9% Group — Flour Mill, Rice Mills, Bone Mills, Sugar Works, 
Distilleries, Ice Factories, Serating Gis Factories, Match Factories, 
Tea Factories, Shoe and other Leather Goods Factories, Starch Fac- 
tories, Coffee Manufacturing concerns. 

10% Group - Paper Mills, Straw. Board Mills, Ship Building and 
Engineering Works, Iron & Bra s s Foundries, Allutninium Factories, 
Electric Engineering Works, Motor Car Repairing Works, Internal 
Combustion Engines, Repairing Works, Galvauising Works, Patent 
Stone Works, Oil Extraction Factories, Chemical Works, Soap and 
Candle Works, Lime W >rks. Saw Mills, Tin and Can Making Works, 
Dyeing & Bleaching Works, Cement Works using rotary Kilns, Rod 
Mills, Hydraulic Presses, Brick Manufacture, File making industry, 
the manufacture of Vegetable Ghee, the manufacture of optical 
instruments, Cokeo Manufacture, the manufacture of Concrete Pipes, 
Glass Manufacture and the manufacture of Vacuum Tubes, and 
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vacuum bulb3, Telephone operating concerns, Wire and WadJnjWn? 
Mills, Iron & Steel Industry (Blast Furnace Plant, S to eUnakms 
Battery manufacture, tho manufacture of Ilealds and Roods 
Reed making. Varnishing, doubling, winding and polishing macaws’* 
the manufucturo of confectionery (including biscuits utid WP tw * 
mints), manufacture of Pottery and Clay Products. 

li% Group (a) General Machinery and plant used m Rubber 
Goods f actories. 

(b) Silk manufacturing— wearing machinery worked by electric 
motors Including winding machines, twisting frame double machine. 
Print winding machines, warping machine®. Looms, stentatiog mach- 
ines and HydroJixtr actors. 

40% Depreciation— For moulds (N.E S A) in Rubber goods 
factories 

5. Machinery used in the Production 6c exhibition of cmeinoto 
graph films (N. E S A) 20% 

€ Mines & quarries (N. E. B. A ) 

(1) Machinery (a) surface and underground machinery (except 
electrical machinery) hcaJ.goar moving parts and rads 15% 

(b) Boilers and hoad-gears (excluding moving parts) 8% 

(c) Coal Tubs, winding ropes, haulage ropes and sand storing 
pipes (tienowals wdl be allowed as revenue expenditure) 

(d) Shafts and incline* 

(e) Portable underground machinery 25% 

(0 Safety lamps (oost of lamps actually used up will bo allowed 

as revenue expenditure). 

7 Aeroplanes (If. E. S. A ) 

(i) Aircraft 30% 

lh) Aero engines 40% 

(iu) Aerial Photographic apparatus 25% 

U Textile Machinery excluding silk manufacturing machi- 
nery— (a) Cotton, lb) Jute including plant, (c) Woolleu and Tor*tod, 
(d) Carpet 10, 9, 10 and 10, percent respectively. 

9. Ginning and Pressing machinery 9% 

10. Tuhe.weli boring plant, concrete Rile Driving Machine®, 
weighing machine*, work instrument. Automatic and semLautomat.o 
Machine To da. Precision Machine Tools, c g , Grinding Machines. 

It. Calculating Machine (N E S A ) Typewriters (N. E. a. A.) 
Neo Pott Franking Machines (N.E B A.) Accounting Machines 
(N.E.3 A) other office Machinery (N. E. 8. A ) Sewing and Kmthng 
MaoUmes employed in the manufacture of hosiery and woollen 
Roods sewing and stitching machines for canvas or leather Hand or 
Automatic Embroidery Machines and them areas *?*.** ' V P ? 
Refrigeration Plant. ConUmers ? tc iN. E. 8 Al^A li . 

and Machmery, surgical instrument (N. B 3 *( Flant 

“ iSK™ 

It •« 

20 % 
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Cycles (N. E. S. A.) 

Moulds used in munufaoture of compete Pi pes w . E 


2?9 

20 % 

S.A.) 


16 . Motor taxis, motor lorries mnf n , 

(N. E. S. A.) e3 ‘ m ° t0r buses aQ d motor tractors 


17. Railway s idmg (N. E. S. A.) 
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122 onward P y Dt Is to be inr 
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APPENDIX VI 

THE FINANCE ACT 1950 

W and (5) for 

the p irst Sohedule^and 311 b9 oharged afc the rates specified in part I of 
Indian Incomo^tax 1 1 922 ° F ttl8 Purposes of section 55 of the 

fncome,tai Act „ , C , 4118 Provisions of seotion 1 AA Ir +?“ 

swj: 

day of Maroh^sif;^ 1 ^ assessment for the year ending of the 31st 

Ste d affii!^ 

Income-tax Aot he is deemed T, h i ,] >y , T,rlue »f section 49B of £! 

j£? 

inclusions bears to hteSal tacomeT Pr ° P ° r ' ,oa « ^e amount of such 

includes a^y 6 income^ ohlrgeaSe uld^ \T* l® 6 ’ not being 3 c °mpany, 
super tax has been or mIX? h-LT*®^ 1 ? head ‘Salaries’ on which 
of subsection ( 2 ) of section lR^nf 6 *? een deducted under the provisions 
Payable by the assessed on ^ In c 00me - tax Aot > th ° super tS 

of suoh inclusions shall be an amount h« f t0tal , mcome whioh consists 
a.- per -tax payable, accord ini? to the rA f 0 6arin f- to the total amount of 

*2* th ° Indi3Q Ge lot 1949 “fr*!® ? nder the °P*™- 

(4)TmaC°aT * 8U011 !££I* 

^ay of March 1951 y assessment for the year ending of the 3lst 

Bains ( flom^ife SsVranL 1 ^?^^ a fl ° om P an y deludes any profits and 
y the company on the whnl« f* 0 ® u P 0 r,tax otherwise payable 
amount which bears to that £, D !J LS mcome shaI1 be reduced by an 
of suoh inclusion bears to th e same proportion as the amount 

at rate of two annas ?nt h «ln m ° oraa ° r bjr au amount computed 
whichever is I e s 3 . the rupee OQ tQe amount of suoh inolusions, 

* (^) "where the +rtf_i 

includes any profit, and Tah^ fro^ ? ee not being 3 ^pany,' 

gams from life insurance business, the 
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mcon-a wh lu H r ' t ? x riiyal ' 10 Ll t l® Ajfiffto on that p&ricf totAl 

to T.' ,U ‘“f 1 , 1 " lcl '-" 0 ”> >b»H to «n Amount beanos 

the ooeratmn If tu 0I T a A PaJa w fl accoI, ]j!j to tbo rates AppllcAblo uniter 
am° nroSil F '°“ c “ * ct W« on hi. total incotno lh. 

il’ T h™«“ ttatT«“ nt “i Ch to hi. i total 

respect or aueh V° , ,*ssre s oto of the tax so oompnted in 

tax payable on su^H^'i° a “ la not ln any exceed the amount of 

■ax payable on such melosmn at the retool four anil haU anna. In the 

It,. » h‘eh.»ecli.n 17 of the Ino>mo.tax Act applies, 

with reference to tho late “ Provided In that .eetlon, hot 

dance, whero, wilt tha nrn»t!; ed by . su V cctlon (1). and in accor. 
section provisions of sub sections (.3) and (4) of this 

the yoar beginmn r K°on 8 thn m i a V D ef a °f deduction of income-tax in 
U) or sub-section (2B) of^chon^lR ?r 1950 under * ub - sectl0 ° 
earned income chargeaWe under L h ‘, mcom e tax Act from any 

!“ Co . m « of ‘ho assesses iSdcr thm' shll?* " ie8> the eBtlmatod loUl 
tax to bo deducted, be reduced hy ™ . * a ,a ^tnpntmg the income- 

earned income, but not exceeding amoUnt oquat toone-flfth of auch 
but no abatement shall be^Uowfd Cas ® four tJw>us »nd rupees, 

t!ie salary m respect of any donatio ? ei ?° n responsible for paying 
'■action I5B of the income-tax 15 » J * d ° u 7 tbo assesBee *> wW«“ 
U> For the purposes of , m “ y b ° ■»«**«• 

imposed thereby the SLreMioa1 n ?®i°* ,0n ™ d of the rates of t*x 
mav I h« m ‘ Cd for tho P ur Pose3 of mcama!ta* , « moans toUt income as 
“ accordance with the proyT, ' ! r r .u 8Upcr * ta *» M 1110 css * 
(6AA\ P f e£S ‘? n ‘ ew, ned income' W thL m^i thd ,n «>me-tax Act and 
i6AA) of section 2 of that ° th meanln » assigned to it in clause 

PABTI 

A. In the case of TDE F18ST SCUEDULE 
unregistered firm and otw lndw *4“J. Hindu undivided 

*" to ^ *-*5f»«siEitfsa ™‘ b ; 


l - 0 “i a : s,E ' w»-tou. 


0 “»»„““ ,na 3500 of total 

3 °‘‘lnt a T K * 8 »0»=f te .A l 

1 0 °,itr u! - »0„ floU| 

5. On the balance of tow in 

Provided that no ° m e 


Rate. 

Nil 


Nina pi oa m the rupee. 

Oneanna and nine pies in 
the rupee. 

Ahree annas m the rupee 


. , cTSr»55.r . ~~ Fou ”»»«mth.,u P ». 

before deduotion of thn ,. aUb ® Payable m 

not exceed the lim&J *!??<*?« any, for** J° W _, mc 0“e. which 
(2) Themcotnet ^ Wbelow earna d doe. 

amount by which ta * Payable shall 

*™.«o,,if,.„I, t Jw « t0 „, (bofo r *°Ae j S ®^ oxce.d half th. 

a8 “ ,d 
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(з) The income-tax payable on the total income as reduced by 
the allowance for earned income shall not exceed either — 

( fl ) A sum bearing half the amount by which the total income 
(before deduction of the allowance for earned income) exceeds the 
said limit the same proportion as such reduced total income bears 
to the unreduced total income, or 

(b) the income-tax payable on the income so reduced at the 
rates herein specified, whichever is less. 

The limit referred to in the above proviso shall b8 — 

(i) Rs. 7200 in the case of every Hindu Undivided family 
which satisfies at the end of the previous- year either of the 
Following conditions namely 

(и) that it has at least two members entitled to a share on parti- 
tion who are not less than 18 years of age ; or 

(6) that it has at least two members entitled to a share on 
partition, neither of whom is a lineal descendant of the other and 
both of whom are not lineally descended from any other living 
member of the family ; and 

(ii) Rs. 3600 in every other case. 

B. In the case of every company — 

On the whole of total income Pour annas in the rupee. 

Provided that in the case of a company which, in respect of 
profits liable to tax under the Indian Income Tax Aot for the year 
ending on the 31st Day of March, 1951, has made the prescribed 
arrangement for the declaration, and payment Within the territory 
of India excluding the State of Jammu and Kashmir, of the dividends 
Payable out of such profits, and has deducted suyer-tax from the 
dividends in accordance with the provisions of subsection (3DO or 
(3E) of section 18 of the Act — 

(i) Where the total income, as reduced by six and half annas 
in the rupee and by the amount, if any, exempt from income-tax, 
exceed the amount of any dividends (including dividends payable 
at a fixed rate) declared in respect of the whole or part of the 
previous year for the assessment for the year ending on 31st Day of 
March 1951 and no order has been made under sub-section (1) 
of section 23A of the Income Tax Aot, rebate shall be allowed at the 
rate of one anna per rupee on the amount of such excess. 

(if) where the amount of dividend referred in clause (i) above ex- 
oeeds the total income as reduced by six and half annas in the rupee 
and by the amount, if any, exempt from income tax, there shall be 
oharge on the total income an additional, income t ax equal to the sum, 
if any, by which the aggregate amount of income tax actually 
borne by such excess (hereinafter referred to as excess dividend) 
falls short of the amount calculated at the rate of five annas per 
rupee on the excess dividend. 

Por the purposes of the above proviso, the expression dividend 
shall have the meaning assigned to it in clause (6A) of section 2 of 
the inoome tax Act and distribution included in tint expres- 
sion, made during the year ending on the 31st day of March 1951, 
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shall be deemed to be dividend decl&rod in respect of the whole or 
pari of the previous year 

For the purposes of clause (it) of Ihe above provi«o the axgrcgete 
amount of moome tax actually borne by the excess dividend shall be 
determined as f llowg 

(') the excess dividend shall be deemed to be out of the whole 
or such portim of the undistr buted profits of one or more years 
immediately preceding tbe previous years as would be iu«l sufflo ent 
to cover the amount of the excess dividend and as have not likewise 
been taken into acoount to cover an exoess dividend of the previous 

of * °L the ® IC0S,S dividend as is deemed to he out 

?o ^vJ bHroe iSSt P ° 6ach ° f th9 <ald yojrs 8haU be deonl6J 

23A if .h/i orfcp has been made under •ub.section (») of seotion 
Sat vl At rT 1 ?/ 01 m r «‘P*ot of undistributed profits of 
,n r ra J® ° fi,e "»**» * n **» ruoee, and 
total u,oL a ° y Mha / yoar atth « rate applicable to the 
which rebate .f «n ° C0Itjp f. n y' for tf iat year reduced by the rate at 
wmcn rebate, any, was allowed on the undistributed profits 

under the DroA^on.^f'fv *°? a * « u fhor»ty and in every ca«e in which 
at the maximum rat«£ ^ Ia00m0 * tax ^ income tax is to be charged 
on the whole of total income Four annas at the rupee 
PART II 

RATE OF SUPER-TAX 

mMm.uEdS£.'?,lJ! , i? rT “■a.T dual, H.odo Oadw.drd fund* 

bemB “ " s ” 

1 On tho first Ks 25 000 of total Nj 


2 On the next Rs. 15,000 of total 
income 

3. On the next Rs. 15,000 of total 

I income 

4. On the next Rs. 15,000 of total 

income 

5. On the next Ra 15,000 of total 

inoome 

«. On the next He 15,000 of total 
income 

7. On the next Rs 50,000 of total 

moome 

8. On the balance of total moome 

B - "“*>“>*1 
On file — hnl« of total inoome Two sod half „„„ m tt . 

C. In the case of an asstru><>+.» , rupee 

3U5tered under the Cooperative Societies 


Three annas in the rupee 

Four annas in the rupee 

Six annas m the rupee 

Seven annas in the rupee 

Seven and half annas in the 
rupee 

Eight annas in the rupee 

Eight and half annas in the 
rupee 
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Act, 1912 or under any law of state governing the registration of 
cooperative society — 

On the first Us. 25,000 of total Nil 
income 

On the balance of total income 


D. In the case of every company 
Un the whole of total income 


Two and half annas in the 
rupee 

Four and half annas in the 
rupee 


tax 

the 

the 

the 


Provided that — 

(i) a rebate at the rate of three annas per rupee of the total 
income shall be allowed in the case of every company which — 

( a ) in respect of its profits liable to tax under the Income 
act for the year ending on 3lst day of M .rch 1951 has made 
prescri’ ed arrangements for the declaration and payment in 
territory of India excluding the State of Jammu and Kashmir of 
n.vidend payable out of such profits and for the deduction of super, 
as form dividends in accordance with the provisions of sub.section 
wJ or »3S) of section 18 of the Act, and 

„ (b> is a public company with total income not not exceeding 

-ft 3 * 25,000 ; 

(ii) a rebate at the rate of two annas in the rupee shall be allowed 
m the ca-e of any company which satisfies condition (a) but not 
condition ( b of the preceding clause ; and 

(ili) a rebate at the rate of one anna in the rupee of the total 
income shall b- allowed tn the case of any company, which not being 
entitled to a rebate under either of the preceding clauses, is — 

(a) a publ c company whose shares were offered for sale in a 
recognized stock exchange at any time during the previous year, or 
lb) a company all of whose shares were held at the end of the 
previous year by one or more such public companies as aforesaid : 

Provided further that the supertax payable by the company the 
total income of winoh exceeds Rs. 25.000 shall not exceed the aggre. 
gate of — , , , ,, 

(a) the supertax ^hioh wouH haje been payable by the 

company if its total income had been Rs , „- nnn 

lb) half the amount by «hioh its total income exo.e d s Ito. 2O.000 
Explanation: For the purposes ^ of_ a*private company 

shall be deemed to be company only f t Act, 1913 nor a 

wtthin the meaning jnd than 50 per cant, of the 

company m wh.oa shares ° arr J " da .. ng the previous year held 
total voting p >wer ware, at my tune dm mg me p 

or controlled by less than six persons. 



